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Taxation Section 
Epitep By J. A. L. GuNN, F.1.C.A. 







AccouNTANCY FEEs 
| Paid by individual whose income was derived solely from property 










During year ended June 30, 1938, the taxpayer derived an income of 
pre than £8,000. This sum included income from an estate, together 
with dividends (£1,940), interest (£1,258) and rents (£47). The tax- 

yer was an elderly woman whose financial affairs had, for many years, 
ol handled by a firm of accountants who charged her an annual fee 
of £100. The taxpayer, herself, had never been capable of doing the 
accountancy and other work performed on her behalf by the firm. She 
claimed a deduction of the fee paid and the firm, in response to depart- 
mental inquiries, made the following dissection : 














Preparation of taxation returns .. .. .. ........ #4 4 0 
Advice concerning purchase or sale of investments .. 7a 
Keeping of books and collection of income .. .. .. 9011 O 







£100 0 O 






The Board of Review said (9 C.T.B.R. Cas. 26) that the case was 
governed by S. 51 (1), and that as the taxpayer was clearly not carry- 
ing on a “business” within the definition of that term in S. 6, it was 
Mecessary to look at each of the services rendered and then decide 
whether, if she had paid for that service alone, the payment would have 
been an allowable deduction. For the reasons given below the Board 
disallowed the taxpayer’s claim: 







Collection of income 


“Assessable income must be produced before it can be collected. 
Consequently the cost of collection, not being commission allowable 
under S. 64, cannot be deducted. Absence of judicial authority for this 
Proposition is probably a recognition of its obvious truth. The matter 
was, however, adverted to in Duke of Norfolk v. Lamarque ((1890) 
LR. 24, Q.B.D. 485; 2 Tax Cas., at p. 582), where Pollock B. said: 

“You cannot say that the collection of rent is money spent for the 
purpose of earning the rent—it is simply money spent for getting in 
that which belongs to the owner.’ 

“Commission for the collection of assessable income is specifically 
allowable as a deduction under S. 64. In this case, however, it was not 
contended that the sum in question, or any part thereof, was in the 
nature of commission.” 
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Bookkeeping and preparing tax returns Hel 


The Board found that the bookkeeping was naturally incidental to ( 
and principally associated with services in the collection of the tax- | 
payer’s income. To that extent, therefore, the cost was of the same ( 
character as the cost of collection and, consequently, not allowable. 

The preparation of the taxpayer’s income tax return was ex facie a 
service relating to income previously derived and, therefore, the cost of 
that service was not incurred in gaining or producing her income. the H 

In arriving at these conclusions, the Board did not have the assistance the as 
of any judicial decisions relating to the accountancy expenditure off 4 
persons not in business. There are, however, English decisions—A]l 
v. Farquharson Bros. & Co. ((1932) 17 Tax Cas., at pp. 65-66); 
Worsley Brewery Co. Ltd. v. I.R. Comrs. ((1932) 17 Tax Cas., at pp. 
359-360)—to the effect that ordinary bookkeeping and accountancy 
costs are deductible in arriving at the profits of a business, even where 
those costs include expenses in the preparation of income tax returns, 
etc. The Board was satisfied that these decisions had no bearing on the 
case. 

Apart from the fact that the cost of bookkeeping and preparing the 
taxpayer’s income tax returns could not be said to be incurred in gaining 
or producing her assessable income, it would be necessary to disallow}: 
it on the ground that it was expenditure of a private nature. In support 
of this opinion, the Board quoted Lord McLaren’s remarks in Aiken v. 
McDonald's Trustees ( (1894) 3 Tax Cas., at p. 309). 












Advice regarding investments 


On this matter the Board said: ules, 

“The cost of this service could be said to be expenditure incurred in}in ear 
gaining or producing taxpayer’s assessable income in the sense that it }stance 
is designed to improve or prevent the deterioration of the income- fhave | 
earning capacity of taxpayer’s capital. The 

“The true nature of the firm’s services under this heading is to be 
gathered from the fact that it is directed towards the most advantageous E 
employment of taxpayer’s capital. It aims at reducing idle capital to a I 
minimum and enhancing the value or preventing the loss of capital. Iff In’ 
taxpayer had sought to make only one investment and had asked thef fees < 
firm’s advice in the matter, the charge for such advice would clearly }reside 
have been a part of the capital cost of the investment. The fact that the incom 
firm does the same thing from year to year and several times during } of tha 
each year makes no difference to the character of the charge. In our | the lit 
opinion, the cost to the taxpayer of obtaining the firm’s advice in con- | asclai 


nection with investments is of a capital nature.” missi¢ 
intere 

Paid by trustee for keeping accounts of trust estate requit 

assess 


The taxpayer had a life interest in the met income of the residuary § 5 ¢1- 
estate of her late husband. An annual fee of £42 was paid to a firm of § 7), 
accountants for keeping the books, etc., of the several trusts in the §,, ap 
estate (including the residuary estate). The fee of £42 was properly Baxter, 
chargeable against the income of the residuary estate. The amount Wa §p,n0¢ 
claimed as a deduction in the return of the residuary estate but was Bony 
disallowed by the Commissioner in the calculation of the “net income J th. ;, 
of that estate (S. 95) and was included by him in the assessable income } § 97 
of the life tenant as part of her share in that net income (S. 97 (1)). The } Do 
estate was not carrying on a business. 
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Held (9 C.T.B.R. Cas. 24): 
(i) The accountancy fee was not an allowable deduction in calcu- 


ntal to lating the net income of the trust estate. 


Y on (ii) As the life tenant’s equitable interest in the income of the estate 
. was limited to what was required to be paid to her, viz., the net 
facie 4 income, she was not assessable in respect of the £42. 

cost off On, the first question the Board of Review, after pointing out that 


te High Court had interpreted the expression “in gaining or producing 
the assessable income” to mean “in the course of gaining or producing 
the assessable income” (Amalgamated Zinc case, 54 C.L.R. 295; 3 
AT.D. 288), the Board referred to the dictum of Rich J. in Black’s 
ase (Union Trustee Co. v. Federal Commissioner of Taxation, 53 
CL.R., at p. 269; 3 A.T.D., at p. 235) and expressed the view that the 
expenditure in question was not incurred to conduce to the production 
of the income of the estate and that, therefore, it was not incurred in 
gining or producing the assessable income of the estate. 

That view, if correct, disposed of the first of taxpayer’s claims, but 
the Board thought it desirable to state its opinion that the fee in question 
was an outgoing of a private nature. In support of this opinion it was 
considered sufficient to quote the following remarks made by Lord 
McLaren in Aitken v. McDonald’s Trustees ((1894) 3 Tax Cas. 306) 
in the course of considering the general character of the management 
expenses of a private trust. He said (at p. 309): 

“The management of the trustees is really, I venture to think, of the 
nature of what is described in one of the rules as a private or domestic 
use, and so described for the purpose of making it clear that it is not 
to be allowed as a deduction. I think it is plain enough, reading these 
tules, that the only kind of deductions allowed is expenditure incurred 
red injin earning the profits, and that there is no deduction under any circum- 
hat it}stances allowable for expenditure incurred in managing profits which 
come- fhave been already earned and reducéd into money... .” 

The second question is dealt with in the next paragraph. 
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to be 
geous PAYMENTS MADE By TRUSTEES WHICH ARE NOT ALLOWABLE 


l toa DEDUCTIONS—WHETHER BENEFICIARY ASSESSABLE THEREON 


al. Iff In9C.T.B.R. Cas. 24, the Board of Review disallowed accountancy 
d the} fees amounting to £42, properly chargeable against the income of a 
learly jresiduary estate. The Commissioner had added this sum to the assessable 
at the Jincome of the beneficiary who was presently entitled to the net income 
uring j of that estate, and the further question before the Board was whether 
1 our | the life tenant’s “share of the net income of the trust estate” was £135 
con- | as claimed by her, or the increased sum of £177 as assessed by the Com- 
missioner. The Board of Review held that as the life tenant’s equitable 
interest in the income of the trust estate was limited to what was 
required to be paid to her, viz., £135, i.e., the met income, she was 
ii assessable in respect of that sum and not in respect of the greater sum 
uary Hof £177. 
The Board stated that Division 6 is clearly a code which is designed 
perly to apply to income derived by every trust estate and to determine the 
extent to which that income is assessable income of the trustees or 
beneficiary or of both. It therefore covers the case in which there is 





_ only one beneficiary entitled, either wholly or partly, to the income of 
nai trust estate. That being so, the word “share” (first occurring) in 


The 5.97 (1) cannot be read in its natural ordinary sense to mean “the part 
% portion (of something) which is allotted or belongs to an individual, 
distribution is made amongst a number” (Shorter Oxford English 
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Dictionary). If it had that meaning in the sub-section, the (very 
common) case of the one beneficiary would be excluded. 

The Board then said that there was a common usage of the word 
“share” in the sense of “that which is allotted or granted.” (This mean- 
ing was supported by definitions in Webster’s International Dictionary.) 
Applying this sense of the word—the only sense not based on the con- 
cept of “a part”—a beneficiary’s “share of the income of the trust 
estate” could only mean his equitable interest in that income. It followed 
that the relationship of the “share” to the “income of the trust estate” 
must provide the factor for determining “that share of the net income.” 

The Board considered that the common factor in the relationship of 
“share” to “income” and of “share” to “net income” is the nature of the 
share, i.e., the beneficiary’s equitable interest. “Upon that view the 
effect of S. 97 (1) is that where a person is presently entitled to an 
equitable interest in the income of the trust estate, his assessable income 
shall include his equitable interest in the net income of the trust estate. 

“The remaining problem is to determine the extent of the taxpayer’s 
equitable interest in the income of the residuary estate, and this is a 
matter which must be determined upon a construction of the will. In 
the present case the will provides for ‘the balance of the residue’ (i.e., 
of the moneys into which the estate was to be converted) to be held 
‘upon trust to invest same and to pay the net income to be derived 
therefrom’ to the taxpayer during her life. It is clear that taxpayer's 
equitable interest in the income is limited to what is required to be paid 
to her, viz., the net income. The net income obviously means the gross 
income remaining after all proper charges (including the expenses of 
administration) are deducted. We have expressed the opinion that the 
accountancy fee in question was not only a proper charge against the 
gross income of the residuary estate, but was also a charge which the 
trustees had a conclusive testamentary discretion to make. For these 
reasons, we take the view that the taxpayer’s equitable interest in the 
income of the estate was limited to the amount of £135 which she 
included in her return.” 

Ample support for that view was found in the decisions of the Court 
of Session, Scotland, in Elizabeth Murray v. I.R. Comrs. ((1926) 11 
Tax Cas. 133) and Macfarlane v. I.R. Comrs. ((1929) 14 Tax Cas. 
532). The effect of these decisions is adequately expressed in the fol- 
lowing reasons of Lord Blackburn in Macfarlane v. I1.R. Comrs. ( (1929) 
14 Tax Cas., at p. 540) : 

“Trustees are always entitled to charge the expenses of administration 
against the trust estate. The question whether these expenses are to be 
paid out of income to which the beneficiary under the trust is entitled 
or out of income to which he has no right may come in almost every 
case to be a question depending on the construction of the trust deed. 
Now, in the present case, the trustees are directed primarily to pay the 
expenses of the administration out of the funds put in trust by the 
testator and thereafter the beneficiary under the trust is given the income 

of the residue in one case and of the surplus in the other. On the con- 
struction of such deeds, I cannot hold that the beneficiary is entitled to 
any part of the income which is required by the trustees to give effect 
to the testator’s directions, and accordingly, I think, concurring with 
the view expressed in the case of Murray, that the income to which he 
is entitled is no more than the amount of the income of the trust funds 
which may be available after the expenses of the trust have been paid.” 

The Board then referred to Archer-Shee v. Baker ((1927) 11 Tax 
Cas. 749) the effect of which was clarified in Garland v. Archer-Shee 
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((1931) A.C. 212; 15 Tax Cas. 693). In that case the will provided 
that the residuary estate should be held in trust to apply the whole of 
the income and profits thereof to the use of the beneficiary concerned 
during her life, and the trustees were not specifically directed to meet 
any expenses of management out of the trust income. On the other 
hand, in Murray’s case and Macfarlane’s case the payment of expenses 
of administration was a prior purpose of the trust—the life tenant being 
unable to claim or receive anything from the trust estate until that prior 
purpose was fulfilled. In other words, the beneficiary in each of the 
Scottish cases was entitled only to a balance sum. 

These authorities showed that the nature and extent of a life tenant’s 
equitable interest in the income of a trust estate depends upon the con- 
struction of the will. The Board came to-the conclusion “that, in cases 
such as Archer-Shee’s, the assessable income of the beneficiary includes 
the net income of the trust estate (as defined in S. 95) irrespective of 
the amount of his equitable interest in the income or the amount he 
receives from the trustee, and that, in cases such as Murray's and 
Macfarlane’s (and the present case), the assessable income of the bene- 
ficiary includes only the amount which he is entitled to receive from 
the trustee.” 


SHarES RECEIVED AS RESULT OF PROFIT-MAKING SCHEME 


Whether Loss on their Realization Allowable as Deduction 


For an outlay of £11,272 the taxpayer acquired interests in syndicates 
etc., which sold their rights in 1927 to a new company in which the 
taxpayer was allotted 21,088 shares. These shares were regarded by 
the Commissioner as having a market value of £15,816 and the difference 
between that sum and £11,272 was assessed as profit derived from a 
profit-making scheme in the year ended June 30, 1927. Upon objection 
as to value only, the 1927 assessment was reduced. 

In his return for year ended June 30, 1936, the taxpayer claimed 
a deduction of £3,257 as a “loss on share transaction,” being the difference 
between the amount realized for the shares then held by him and the 
value of those shares as finally determined in the 1927 assessment. The 
claim was disallowed by the Commissioner and the taxpayer’s objection 
was referred to the Board of Review which held that the case was con- 
cluded against the taxpayer by his acceptance—except merely as to 
value—of the assessment of his income for year ended June 30, 1927. 
This acceptance involved, at the very least, an admission that the shares 
when received by him constituted income to the extent of the excess of 
their money’s-worth at that time over their cost, and this admission 
was fatal to the taxpayer’s present claim. 

The Board cited the decision of the Privy Council in C. of T. (Q.) 
v. Union Trustee Co. (Trustees of A. H. Whittingham deceased) 
[1931] A.C. 258, where a woolgrower was assessed to income tax in 
respect of “Bawra” shares upon their value (12/6 each) at the time 
he received them. In subsequent years he received 19/- a share in 
retirement of the shares. The Privy Council held that the excess (6/6 
a share) was not income of the taxpayer. The Board stated that the 
Privy Council had expressed a general rule which is applicable to all 
cases in which the receipt of property in any form (other than money) 
constitutes the derivation of income, and the effect of which is to pre- 
clude the price for which the recipient ultimately sells the property 
from being taken into account in the assessment of the income derived 
by him during the year of sale. The present case was brought within 
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that rule by the assessment of the value of the shares in question as 
income of year ended June 30, 1927 (9 C.T.B.R. Cas. 51). 

“It is our opinion that the assessment of taxpayer’s income for the 
year ended 30th June, 1927, in its treatment of the shares in question, 
is valid only upon the premise that the receipt by him of those shares was 
the final point in the carrying out of a profit-making scheme. It follows, 
we think, that taxpayer’s acceptance of that assessment amounts to an 
admission by him of that premise. If that is correct, he is not now 
entitled to establish a claim—such as that made in the objection under 
review—which rests upon the premise that the profit-making scheme did 
not end until the shares were sold.” 

The Board went on to say that if it were relevant for it to decide, 
according to the intention of the taxpayer, whether the profit-making 
scheme was completed when the shares were received or when they were 
sold, the Board would be bound by authority to rely upon the intention 
to be imputed from the facts rather than upon the statements of the 
taxpayer himself as to his intention. The authority is to be found in the 
reasons of Dixon and Evatt J.J. in Western Gold Mines N.L. v. C. of T. 
(W.A.) (1938) 1 A.I.T.R. 248 at p. 255 in the course of which they 
quote the following remarks of Lord Sumner in Blott’s case [1921] 
2 A.C. at p. 218: 

“The intention, which the final decision assumed, was one of those 
so-called intentions which the law imputes; it is the legal construction 
put on something done in fact.” 


TAXATION OF COMPANIES UNDER QUEENSLAND ACT 
Meaning of reserves invested in the business 


Section 34 (1) of the Queensland Income Tax Assessment Act of 
1936 provides that the basis on which the rate of tax payable by a 
company is to be calculated shall be the percentage which the profits 
of the company bear to the capital of the company invested in assets 
used during the year of income in the production of assessable income. 

Sub-sections 3 and 4 of the same section provide as follows: 


“(3) The capital of the company shall be ascertained by adding the 
amounts averaged over a full year of income of the capital and 
reserves of the company as set out hereunder, namely: 

(a) the capital paid up in cash or value on all shares actually 
issued by the company ; 

(b)' reserves and parts of reserves (including in such reserves 
amounts standing to the credit of profit and loss account) 
invested in the business, and which have been created out 
of profits liable to tax or exempt from tax under this 
Act or under any previous income tax law of the State, 
except profits derived during the year of income or profits 
on which additional tax would be chargeable on distri- 
bution under sub-section two of section thirty-five of this 
Act, 

and deducting therefrom the amount of any item specified in 
sub-section four of this section : 

“(4) From the average amounts of capital and reserves of the com- 
pany, ascertained in accordance with the provisions of sub- 
section three of this section, the following items shall be 
deducted : 

(Se)... +. 
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(b) such an amount as, in the opinion of the Commissioner, 
should be deducted on account of the use of an asset in 
production of exempt income where such asset has been 
used during the year of income in production of both 
assessable and exempt income; 
rs 

The appellant company sold its premises in 1934 at a profit of 
£40,640/16/11. In its accounts, the company kept this profit at all 
times segregated from every other account or fund. 

In November, 1939, the appellant received a sum of £2,884/6/7 from 
insurers for damages caused to part of its assets by fire. After allow- 
ance for the depreciated book value of the damaged assets and for other 
proper charges, there was a surplus of £2,190/17/10. In both cases, 
the moneys received were placed to the credit of the company’s banking 
account, and became part of its floating assets. 

The memorandum of association provided that the assets realisation 
reserve (in which both the above-mentioned sums of £40,640/16/11 
and the £2,884/6/7 were shown) might be used as capital or for the 
purpose of paying dividends. The actual appropriation of these sums 
was not evidenced by resolution directing it. 

For the purposes of S. 34 the appellant returned its capital for the 
year of income ended June 30, 1940, as (a) paid-up capital as at July 1, 
1939, (b) paid-up capital added in the following April, (c) the above- 
mentioned sum of £40,640/16/11 and (d) £1,187, being the proportion 
for the year of the above-mentioned sum of £2,190/17/11. The Com- 
missioner of Taxes disallowed items (c) and (d). 

The company’s profit and loss account disclosed as at July 1, 1939, 
an accumulated loss of £46,742/9/3. 

Held: that on the true construction of the statute the expression 
“invested in the business,” occurring in S. 34 (3) (b), does not imply 
that reserves must be irretrievably converted into capital in the legal 
sense. The test is: Have they in fact been used in the business of the 
company and is it the intention of the company to make such use 
permanent, lasting and durable? 

Held: on the facts, that the said sums of £40,640/16/11 and £1,187 
were invested in the business within the meaning of S. 34 (3) (b). 

Reasoning of Hooper & Harrison Ltd. (in liquidation) v. Federal 
Commussioner of Taxation (1923) 33 C.L.R. 458, at p. 480, adopted. 

Sharp, Stevenson & Hare Pty. Ltd. v. Federal Commissioner of 
Taxation (1927) 39 C.L.R. 158, applied. 

Held, further, that the company’s dealing with the above-mentioned 
sums countervailed the absence of a resolution evidencing the actual 
appropriation. (Redbank Meatworks Pty. Ltd. v. C. of T. (Q.) (1942) 
2 A.LT.R. 265.) 


Amount standing to debit of profit and loss Account 


The following is an extract from the judgment of Mansfield J. at 
pp. 268-270: 

“There is no suggestion that since that date the company has with- 
drawn that amount or any part thereof from the profit-making machine, 
but it is contended that as there was on July 1, 1939, an accumulated 
loss of £46,742/9/3 at debit of the Profit and Loss Account, this had 
the effect of diminishing by that amount the capital value of the assets 
invested in the business at that date, and that therefore, even if the 
£40,640/16/11 was in fact used in the business when it was received, 
it was at July 1, 1939, more than wiped out by the accumulated losses. 
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If that were so, it would logically follow that if no reserves had in 
fact existed, and if the only moneys which had in fact been invested in 
the assets of the business were shareholders’ contributions, i.e., paid-up 
capital in its ordinary legal sense, the capital invested in assets which 
were used during the year in the business would be the paid-up capital, 
less the accumulated loss in the Profit and Loss Account. This does not, 
in my opinion, appear to be a true method, on the reading of the section, 
of determining what is the capital for taxation purposes. It is correct 
that the value of the assets representing shareholders’ funds would be 
considerably below the amount of paid-up capital, but the fallacy of 
such a contention is demonstrated by a reference to two hypothetical 





cases. 
Case 1. Assume that the balance sheet of a company reads as follows: 
Liabilities Assets 

Paid-up capital . .. .. £50,000 Plant, machinery, etc. . £50,000 

Sundry creditors .. .. 20,000 Money in bank .. .. 10,000 
Debit Profit and Loss 

Account .. .. .. .. 10,000 

£70,000 £70,000 


The actual assets used in the business of such a company are £60,000, 
but the amount of capital invested in those assets is only £50,000. In 
other words, the amount at debit of Profit and Loss Account does not 
affect the amount of capital invested in the assets used in the business. 

Case 2. To take another example, assume that the balance sheet of 
a company reads as follows: 





Liabilities Assets 
Paid-up capital . .. .. £50,000 Plant, machinery, etc. . £50,000 
Reserves invested in the Money in bank .. .. . 10,000 
business within the Debit Profit and Loss 
meaning of S. 34 .. 10,000 Account .. .. .. .. 20,000 
Sundry creditors .. .. 20,000 
£80,000 £80,000 


In this case the assets in fact used in the business are £60,000 and the 
capital invested in the business within the meaning of S. 34 is also 
£60,000. It is true that if the company were wound up at the date of 
the balance sheet, the funds available for shareholders after payment 
of debts would be only £40,000, but that does not affect the amount of 
capital invested in assets which are used in the business. 

I am consequently unable to agree that the amount of an accumulated 
loss at debit of the Profit and Loss Account can be deducted from 
capital—whether it be paid-up capital or capitalized reserves—for the 
purpose of ascertaining the amount of capital invested in assets used in 
the business during the relevant year. 

This proposition, which was enunciated on behalf of the Commis- 
sioner, has caused me a considerable amount of examination, but I find 
support for my decision in the fact that by S. 17 of the War-Time Profits 
Tax Assessment Act 1917-1918 express provision is made for the 
deduction from capital for the purposes of the Act of amounts standing 
to the debit of the Profit and Loss Account in such cases, and also in 
the fact that, whereas by the section now under consideration (S.34), 
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deductions to be made from capital are expressly set out, no provision 
is made for a deduction such as that which is now claimed.” 


INTEREST INCURRED 
The taxpayer was a member of a partnership of four persons who 
carried on business as graziers. One of the other partners died on 
June 11, 1938, and a partnership return was made for the period which 
ended on that date. 

In calculating the “net income” of the partnership for the purposes 

of S. 90 the Commissioner : 

(a) allowed a deduction of £2,029, representing interest paid or 
payable for that period in respect of the firm’s indebtedness to 
W.X. Ltd.; and 

(b) disallowed a deduction of £6,748, of which the following par- 
ticulars were given: 

Interest “suspended” by W.X. Ltd.—now charged: 


Year ended 30/6/1930 .. .. .. .. .. £2,017 
~« « Mew ces 
—_ #=>= a 
~ «= BM wwe 
yy 30/6/1935 . a 


The sum of £6,748 had not been pei wi, according to the evidence, 
never would be paid, as the firm was said to be “hopelessly insolvent.” 
Held, that the sum of £6,748 was not a loss or outgoing “incurred” in 
period ended June 11, 1938 (9 C.T.B.R. Cas. 37). 

In the case of interest on borrowed money, the Board said that such 
interest is “incurred” when the debt for interest becomes due for pay- 
ment under the contract between the persons concerned. Upon this 
view the evidence necessitated a finding that the interest in question 
was incurred in the respective amounts and years to which the five 
items related and that, therefore, none of it was incurred in the period 
for which it was claimed as a deduction. 


REPAYMENT BY COMPANY TO CUSTOMERS OF LOANS MADE BY 
THEM TO ITS DIRECTOR 


The following is a decision of the Board of Review (Vol. 9, Case No. 
29) where, in the course of several years, X, a director of the taxpayer 
company, borrowed moneys for his private purposes from the company 
and some of his co-directors and from nine of the company’s customers 
and two other persons. For borrowing money from the company’s 
customers contrary to an undertaking given by him, X’s appointment 
was revoked. The company thereupon wrote off as irrecoverable the 
amounts borrowed from it by X and paid his debts in -espect of the 
other borrowings. The amounts making up the sum in question were 
considered by the Board to fall into four classes, viz. : 


£ 

A. Debts tothe Company... ............ 244 
B. Debts to co-Directors .. .. oe ee 72 
C. Debts to Carrier and Sub- -agent iecsea ee 96 
D. Debts to Customers .. .. . a ea ee 
1,045 








With regard to classes A, B and C the Board disallowed the taxpayer 
company’s claim. With regard to class D, viz., Debts to Customers, 
two members of the Board, holding that this item was allowable, said: 
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“The purpose of this outgoing was, we think, closely related to the 
earning of income. The payments were made in satisfying the company’s 
customers who had been induced by (X) to advance moneys to him. 
The company was not under any legal obligation to make these pay- 
ments, but it did so in order to preserve its prestige and (as far as 
possible) to ensure a continuance of custom from the payees. 

“In the numerous authorities which we have consulted on the diffi- 
cult question as to what constitutes capital expenditure, there is none 
precisely in point. There are many dicta which crystallize the principles 
on which particular cases have been decided, but their force depends 
upon their relation to circumstances entirely different from those with 
which we are here concerned. One case which appears to furnish some 
guidance is Morley v. Lawford & Co. (45 T.L.R. 30; 14 T.C. 229).” 

After discussing the facts of that case and the judgments therein, 
these members went on to say: 

“Now, the guarantee given by Lawford & Co. could not be regarded 
as a normal incident of their business, but was evidently treated as an 
outlay to secure profitable contracts The payments in the present case 
were made in order to remove a threatened impediment to the tax- 
payer’s normal earning capacity. It certainly could not be said that 
they resulted in an enlargement of goodwill, or were made with any 
such object. We are satisfied that the payments to the company’s 
customers were made in order to maintain the previous trading relations 
and not for the purpose of acquiring any ‘enduring benefit,’ i.e., a 
benefit ‘which endures in the way that fixed capital endures'—per 
Viscount Cave in the Helsby Cables case and per Romer L.J. in the 
Anglo-Persian Oil case (1932, 1 K.B. 124; 16 T.C., at pp. 262 and 274). 

“In our opinion the payments made by the taxpayer to its customers 
were not of a capital nature. They were outgoings ‘incurred in gaining 
or producing the assessable income,’ i.e., incurred ‘in the course of’ 
earning the company’s income—per Latham C.J. and Dixon J. in the 
Amalgamated Zinc case (54 C.L.R. 295; 3 A.T.D. 288). We think, 
also, that they were ‘necessarily incurred in carrying on a business for 
the purpose of’ producing assessable income. The word ‘necessarily’ in 
Section 51 (1) cannot, in our opinion, be limited to expenditure made 
under statutory or legal compulsion. The Board itself did not recognise 
any such limitation when it interpreted the word in relation to travel- 
ling expenses incurred by medical practitioners who made trips abroad 
in order to keep themselves abreast of developments in the technique 
of special operations, etc., and in the use of new apparatus—see Case 
No. 49 in Volume 8 of the Board’s decisions.” 

The other member of the Board considered that the object of the 
expenditure of £633 was not to repair any deficiency in the services of 
the company’s staff or in the method by which needs of its customers 
were served, nor was it in any sense made to meet the continuous demand 
for expenditure of a revenue character. It was incurred chiefly in order 
to avert a loss of valuable custom and to preserve the prestige of the 
company. He also thought that the expenditure was not of a recurring 
nature, and that the purpose was to prevent the accrual of an enduring 
disadvantage to the business. His view was that the outlay was of a 
capital nature. 

War-TIME (ComMPANY) Tax 
Increased Statutory Percentages 


The following Regulations were notified in the Government Gazettes 
of June 11 and July 24, 1942: 
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(3) Airline operating. In respect of that class of business which 
consists of the operation and maintenance of an aeroplane service for 
the carriage of mails, passengers or goods, which is commonly known 
as “airline operating,” the statutory percentage is 6 per cent. 

(4) Tin mining. In respect of that class of business known as tin 
mining, the statutory percentage is 8 per cent. 

The above Regulations apply to all assessments for the financial year 
commencing on July 1, 1941, and all subsequent years. 


PAYMENT MapE FoR EXcLuUSIVE RIGHT TO OPERATE TRANSPORT 
SERVICE FOR LiMITED PERIOD 


Prior to November, 1936, the taxpayer company and two others (A 
and B) were conducting motor transport services over a certain route. 
The Government decided that only one licence would be granted to 
cover this service, and the three parties entered into an agreement 
that whichever party received the licence should buy, and the other 
parties should sell, all their rights in the existing services, together with 
the vehicles, etc., used therein and the benefits of contracts for the 
carriage of mails, newspapers, parcels and passengers. It was also 
agreed that the Transport Board should select the purchaser, and should 
determine the amounts to be paid by the purchaser to the other parties. 
The choice fell upon the taxpayer company, which paid £1,250 to A 
and £1,525 to B, in addition to payments for the tangible assets bought 
from them. The licence granted covered two years only, and was 
renewed for a further two years. At the date of the hearing there had 
not been a further renewal, and the taxpayer company was operating 
under a “temporary permit.” Held (applying John Smith & Son v. 
Moore ({1921] 2 A.C. 13; 12 Tax Cas. 266) ; that the amount claimed 
in respect of the above-mentioned payments was not an allowable deduc- 
tion as it was of a capital nature (9 C.T.B.R. Cas. 34). The Board stated, 
inter alia, in its main aspect, notwithstanding that the advantage gained 
by the taxpayer company might last for a comparatively short period, 
the case was analogous to Collins v. Joseph Adamson & Co. ([{1938] 1 
K.B. 477 ; 21 Tax Cas. 400). 


ComPANY ForMED TO AcouIRE ASSETS AND UNDERTAKING OF 
ANOTHER COMPANY 


Payment by new company of certain debts of old company 


The taxpayer company was formed to carry on business as an exhibitor 
of motion picture films. The attainment of this object was dependent 
on the acquisition of the assets of an old company which owned or con- 
trolled several theatres. It was also vital to the existence of the new 
company that it should obtain from the film distributing companies 
long-term contracts for the hire of films. The distributors refused to 
enter into such contracts unless the new company agreed to discharge 
the old company’s debts for film hire. This condition was agreed to 
in the case of all the distributors except one. Held, that the amounts 
so paid in discharge of the old company’s debts were not allowable 
deductions to the new company (9 C.T.B.R. Cas. 31). “The expenditure 
was made not only once and for all but with a view to bringing into 
existence an asset or advantage for the enduring benefit of the business 
—Per Viscount Cave L.C. in Atherton v. British Insulated & Helsby 
Cables Lid. ({1926] A.C., at pp. 213-4; 10 Tax Cas., at p. 192). The 
expenditure, although it did not result in the acquisition of goodwill or 
any material asset, secured an advantage not distinguishable from that 
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which flowed from the acquisition of the old company’s assets. On the 
other hand, licence fees, rents, etc., are really an expenditure for the 
maintenance as opposed to the establishment or enlargement of the 
business concerned. 

Counsel had cited Anglo-Persian Oil Co. Ltd. v. Dale ({1932] 1 K.B. 
124; 16 Tax Cas. 253). The Board pointed out that the expenditure 
there—and also in W. Nevill & Co. Ltd. v. F.C. of T. ({1937] 1 A.I.T.R. 
67)—was really a lump sum commutation of expenditure which, if 
incurred) would have been allowable as a deduction. 

Although the cost of obtaining particular film contracts was no doubt 
an expenditure of circulating capital, the same could not be said of 
expenditure made as a condition of obtaining any contracts at all. The 
Board said it could not hold that the expenditure in question was 
equivalent to additional hire for the films supplied under the initial 
contracts. It was not to the point that the distributing companies might 
have obtained the same result by charging extra hire for these films— 
see Green v. Favourite Cinemas Ltd. (15 Tax Cas. 390).” 


CLAIM FOR Bap Dest ARISING Out oF ADVANCES AGAINST 
SALES BY DEBTOR 


The taxpayer company, which carried on business as an importer, 
agreed with G to make interest-bearing advances to him under an 
arrangement whereby, inter alia, the company lent to G each week 874 
per cent. of the sale price of goods sold by G who assigned to the com- 
pany the book debts representing those sales. If a debtor made default, 
G was required to pay the deficiency to the company. Owing to default 
on the part of G’s customers the agreement was terminated and on 
June 30, 1938, there was a balance owing by G of £652, which the 
company claimed in its 1937-8 return as a bad debt written off. In its 
objection against the disallowance of the item, the company claimed 
that the loss was deductible under S. 51 or S. 52. The Board of Review 
disallowed the claim, on the ground that the case was governed by S. 63, 
and the amount claimed was not deductible under that section because 
it had been admitted that the company did not carry on the business of 
the lending of money and that the debt had not been brought to account 
as assessable income of any year; further, it had not been established 
that the debt was bad (9 C.T.B.R. Cas. 28). 





Book Review 


War LEGISLATION AND PROPERTY 


The maze of regulations and amending regulations under the National 
Security Act has rendered it difficult for business men and practitioners 
to retain a ready and comprehensive knowledge of the changes made in 
the law relating to property of all kinds. In order to meet the needs of 
the community in this regard the Law Book Company of Australasia 
Pty Ltd. has just published a new manual—Property Legislation and 
War Damage. 

The second part of the book contains the full text of the War Damage 
to Property Regulations, the recent amendments having been incor- 
porated together with annotations and references to comparable legis- 
lation and analogous legal principles. Rulings of the War Damage 
Commission have been added as well as a table of cases and compre- 


hensive index. 
W. Bruce RAINSFORD. 
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Rationalisation Scheme 


PRACTICAL SOLUTION 
By A. E. Norpen, F.c.1.s. (ENG.) 


It is open to doubt whether the business community is generally aware 
of the advantages of incorporation as a Co-operative Society. This 
matter is of considerable importance at the present time, when schemes 
for the rationalisation of industry, with the consequent reduction or 
amalgamation of businesses are being advocated by the Commonwealth 
Government. The Co-operation Act (N.S.W.) 1923-1938, offers similar 
advantages to those of the Companies Act, and in some respects with pre- 
cautions affording greater protection to its members and at a mere 
fraction of the costs and expenses incidental to incorporation as a com- 
pany. These facts are of special importance under present conditions, 
more particularly on the score of economy, for no stamp duty is charge- 
able upon the certificate of incorporation of a society or upon any share 
certificate, or any instrument or document issued in connection with 
the capital of a society. Likewise, no fee is chargeable for the registra- 
tion of a society or of its rules or of any alteration of its rules. 

Where a number of businesses affected by the Government’s rational- 
isation plan have no other alternative to that of the amalgamation of 
their plant and machinery into one or more factories for more economical 
working, the reduction in use of transport, or the elimination of cross 
traffic, incorporation under the Co-operation Act offers a satisfactory 
solution and gives protection to all the several interests brought into 
the society. 

The Act provides that the society shall be formed with limited liability 
and unless modified by its rules, which are somewhat similar to articles 
of association in the case of a company, every person shall be qualified 
to become a member. Any ‘seven or more persons may form such 
society and the procedure in the formation is both simple and clearly 
defined. A statement showing the objects of the society, which is in a 
sense a form of prospectus, but without any stringent provisions as to 
its form, terms or obligations, as with a prospectus under the Companies 
Act, together with a copy of the proposed rules, are submitted to the 
inaugural meeting and if the latter are adopted by those present and 
they sign an application for membership, the election of the first direc- 
tors is then proceeded with in accordance with such rules. Application 
for registration to the Registry of Co-operative Societies follows and, 
on completion of registration, the Society may at once commence opera- 
tions, provided that the Commonwealth Treasury has likewise approved 
the registration. It is scarcely to be anticipated that the Federal authori- 
ties would place any obstacle in the way of such a society functioning, 
having in mind that the occasion «lemands a fusion of interests to meet 
the proposals of the Minister of War Organisation of Industry. 

The capital of the society is divided into shares of a fixed amount, 
with or without a contingent liability. 

No member is permitted to hold more than one-fifth of the shares or 
such more or less proportion as may be specified in the rules. In con- 
nection with the funds of the society, there is a mandatory provision as 
to the surplus arising in any year, which has much to recommend it. 
The Act provides that 5 per cent. of such surplus shall be carried to a 
reserve fund, until such fund is at least one-fourth of the aggregate 
paid-up capital. Such reserve shall not be distributed amongst the 
members, excepting in the event of winding up, but while the society 
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continues to function, the reserve fund is applicable to any purposes to 
which the capital of the society is applicable. 

Subject to the deduction for reserve purposes, any part of the surplus 
arising from the business of the society may be paid to the members 
by way of dividends. Provision is also made for employees’ shares, if 
the members have approved such a rule. The society may purchase out 
of its reserve fund any share of a member, if the rules so permit. The 
Act makes equitable provision for the interests of a deceased member 
whereby such shares are amply protected. 

The society is a body corporate with perpetual succession and a com- 
mon seal. It has full power to enter into contracts, institute and defend 
actions and to do all things necessary for the purpose of its constitution. 
It can take full borrowing powers and may receive deposits within 
certain prescribed limits, if the rules so provide, and may invest any of 
its funds in any securities authorised by law. A society may transfer 
any of its engagements to another society, it inay amalgamate with any 
other society or societies, or by special resolution, the members may 
determine that the society apply to be registered as a company under 
the Companies Act. 

The business operations of the Society are managed and controlled 
by a board of directors as with a company. Annual general meetings 
are held and such other meetings as may be prescribed by the rules. 
Every question is determined by a majority of members present in 
person or by proxy, and each member has one vote. This latter is the 
only point to which exception may be taken, for one or more members 
may hold a large proportion of the shares, while others have only small 
interests. Co-operation is, however, the basis of the Act, and it is thus 
difficult to see how the legislature could have provided otherwise. With 
the ending of the war, and assuming there is a desire on the part of the 
members to re-establish their own businesses, the society could be 
wound up voluntarily, or by the Court. While the several businesses 
would have lost their identities temporarily by the merging of their 
interests for the duration of the war, they could again commence to 
function and rebuild the goodwill on which their businesses had been 


established in pre-war days. 
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The Determination of Hospital Units of Costs 
By E. W. Rapc irre GRACE, A.I.C.A., A.A.L.S., A.C.A.A. 


With the commencement of the new financial year 1942-3 starts the 
introduction of a standard system of financial accounting in Victorian 
public hospitals which is designed ultimately with the objective of 
creating a system of costing which would be standard to all institutions 
and already some idea of the scheme has been announced. 

It is proposed, quoting the words of the Charities Board of Victoria, 
to “show the cost of each treatment ‘unit’ of these departments and, 
finally, the average cost per occupied bed and out-patient treatment.” 

As the system is in its preparatory stages discussion on these objects 
can be profitably engaged in by those interested. The writer feels that 
a hospital cannot be effectively reduced to two cost units and, if this is 
done, much cost information is lost by absorption in the course of this 
reduction and the true importance of this information is not recognised. 

Objective. This article is to suggest what are suitable units of costs 
and why they should be used. The objective of any hospital cost system 
should be to show the cost of each treatment “unit.” It is imperative that 
one unit would be “ward bed service” and the system should not make 
the treatment “unit” cost merely a step on the way to determining 
“average bed cost.” The many deficiencies of the “average bed cost” 
as a unit cost have been realised by hospital secretaries for some time 
past. Also, both American and British opinion agree on this matter 
and systems produced in America in such States as New York, Penn- 
sylvania and Connecticut considered it necessary to have more cost 
units than merely “average bed cost” and the “out-patient treatment 
cost.” Anyone having read Hospital Accounts and Financial Adminis- 
tration, by Stone, who is a world authority on the subject, cannot but 
be aware of the failings of having such cost units. 

It does not require much deliberating to appreciate that “the average 
bed cost” must be higher in those hospitals that provide better and more 
extensive services, and, as these services cannot be accurately indexed 
for discussion and comparison by using financial figures, this basis can 
often be misleading. For this reason this unit of cost must be considered 
unsatisfactory and valueless as an objective. 

Definition of Cost Terms. It is essential that the terms used to define 
the various cost units should have a universal meaning, as they are to 
provide a basis of comparison between hospitals. An example of this 
can be shown in the term “average bed cost.” Two meanings can be justi- 
fiably attached to this term and they are: (1) average occupied bed 
cost and (2) available bed cost. Conditions under which Victorian 
public hospitals are subject at the present time, would justify these two 
different interpretations, because the hospital beds are not occupied to 
their capacity and the managements have been instructed to hold a 
certain number of beds unoccupied so as to be prepared tor an emer- 
gency. As a result, costs will vary considerably according to the mean- 
ing that is attached to this term and its use for the purposes of com- 
parison is completely lost. It is obvious that it is essential to have 
absolute unanimity as regards definition of cost unit terms. 

_ Factors Controlling Cost Units. To secure a basis of comparison that 
is useful for different periods of time, only operating costs should be 
used. Furthermore, when considering in-patients and out-patients the 
day-rate costs should be determined separately from the costs of special 
services. A demarcation should be drawn between the expense of (1) a 
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ward bed and routine service and (2) special services given only to 
certain patients (e.g., these special services comprise such departments 
as X-ray and Deep Therapy). By making a demarcation between a 
ward bed cost and a special services cost the following benefits would 
be achieved : 

1. Complete and real control of the whole (i.e., the hospital), by 
means of particular control of the various units (i.e., depart- 
ments ). 

Detailed knowledge is achieved so that tendencies can be better 
interpreted. 

Budgeting is made more accurate and can be expected to be 
closer to future results. 

Events are related to their functions and effects. 

Proper relationship between expenses incurred and _ services 
accrued is appreciated. 

Useful should occasions arise for claims for grants for special 
purposes, because exact costs are available to justify the claims. 

Just to enlarge on the first benefit—the management is in a better 
position to decide when a department should be retained or dispensed 
with, if it knows the unit costs of that department and can compare it 
with the price of an outside organisation. 

Types of Cost Units. The primary factor affecting this subject is to 
determine what information is required, which resolves to a decision as 
to which departments provide service to the hospital and which depart- 
ments provide service to the patients. Each of these departments has 
a unit of production, the determination of the cost of which is the purpose 
of the cost accounting. The whole approach to the subject of deter- 
mining cost units depends on the realisation that hospitals are not 
organised in arbitrary groups described as Provisions, Surgery and 
Dispensary, Domestic, etc., but are organised in Wards, Departments, 
Activities and the like, and obviously, if the results are to be capable 
of intelligent use by the administration, these should form the entities 
of account. Expenditure is charged to each of these sections of the 
organisation and it is reduced in each of these accounts to a unit of cost 
which is determined by the nature of the service. This classification is 
a matter for decision on practical grounds and does not involve much 
difficulty. The following examples are given as to what are suitable 
units: 

Wards: “occupied bed,” “established bed,” “per patient treated.” 

Laboratories : “per test,” “per examination.” 

X-ray Dept.: “per examination” (diagnostic), “per treatment.” 

Laundry: “per basic article.” 

Operating Theatre: “per operation,” “per hour in use.” 

Boiler House: “per lb. of water evaporated.” 
These are not to be considered exhaustive but are merely representative 
of what may be achieved. 

Conclusions. The above discussion will show that the units of cost 
restricted to “average bed cost” and “out-patient treatment cost” are 
unsuitable and must be superseded by more satisfactory units of cost. 
Prejudice would not have to be broken down because hospital manage- 
ments have no confidence in the old system and any further persistence 
in this scheme would be futile and unjustifiable. It is strange that in 
Victoria the computation of functional unit costs has been seemingly 
neglected so long and there would be no progress if the proposed Chari- 
ties Board System were introduced, making the “treatment unit cost” 
merely subservient to and a part of “average bed cost per occupied bed.” 
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Wartime Responsibilities of Business Executives 
By C. L. S. Hewitt, B.cOM., A.I.C.A., A.C.A.A. 


National Security (Requisitioned Cargoes) Regulations. On July 25, 
1942, regulations were gazetted for assessing compensation payable for 
goods consigned to places outside Australia but brought into Australia 
and requisitioned by the Commonwealth or any authority of the Com- 
monwealth. These regulations set up a Requisitioned Cargoes Com- 
mittee, which has power to determine the terms and conditions of any 
agreement with respect to the payment of compensation for the goods. 
The Committee may also lay down the basis upon which the goods are 
to be sold or resold either by wholesale or by retail and in particular 
the maximum price for such sale or resale. 

National Security (Land Transport) Regulations. An order under 
these regulations provides for the control of all vehicles, whether they 
be propelled by mechanical power or by animal power, other than those 
of a railway or tramway. Every such vehicle is to be used by or on 
behalf of the owner for such purposes and in such manner as the 
Director-General of Land Transport or other authority may require 
and direct. The order also states that any person may be required to 
pool his own facilities or services with those of any other specified 
person and that he must accept for delivery any specified goods. Pur- 
chasing Officers appointed under the regulations may require any person 
to furnish a vehicle or specified part thereof for the purposes of the 
Commonwealth either permanently or temporarily. In such circum- 
stances the owner of the chattels so requisitioned is entitled to compen- 
sation. 

Another order made under these Regulations provides for demurrage 
to be charged upon any truck which is not loaded or unloaded by the 
consignor or consignee within one working day after the truck has been 
placed for loading or unloading. 

National Security (Petroleum Products Distribution) Regulations. 
These Regulations set out the terms and conditions under which 
petroleum products may be distributed in Australia and provides for 
the legality and validity of the incorporation and registration of Pool 
Petroleum Pty. Ltd. and the pool agreement which is set out in the 
schedule to the Regulations. The agreement is one between certain 
distributors and importers of motor spirit and provides the basis upon 
which the storage and other such facilities of the signatories will be 
made available to the Pool. 

National Security (Fertiliser Control) Regulations. These Regula- 
tions provide for the control of the manufacture, distribution and use 
of fertiliser, including all artificial and organic manures used in agricul- 
tural industries in Australia. The purpose of the Regulations is to 
ensure that preference shall be given to the requirements of users of 
fertilisers according to the order of priority determined by the Minister 
for Commerce. 

National Security (Economic Organisation) Regulations. An amend- 
ment to these Regulations provides the Premier of a State with the 
power, under certain conditions, to adjust the basic wage of that State 
where there has been a variation in the cost of living since October’ 1, 
1941, and which has not already been provided for in the wage. 

National Security (Gas Producer) Regulations. An amendment to 
these Regulations provides for the more strict control over the sale of 
gas producer equipment. The sale and fitting of equipment, except 
upon production of a permit by the purchaser, is forbidden. This restric- 
tion does not apply to the bona fide disposal of spare parts or replace- 
ment equipment. 
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Depreciation 
By T. F. BRENNAN, F.1.C.A. 


In the June issue of The Australian Accountant Mr. R. E. Maskell 
raises some points relating to “Depreciation Doubts,” and he asserts 
that an examination of numerous financial statements suggests that 
depreciation has been mishandled, not only by Government Departments 
and utilities, but by many commercial organisations. That it has been 
mishandled by various Governments (Victorian) over a long term of 
years with respect to the State’s most important utility—the Railways— 
to the tune of £30,000,000 is on record in the Statute Book. That it 
has been mishandled with respect to every other asset or property with 
which the State is directly concerned cannot be controverted. That it 
has again been mishandled by the Government after the so-called writing 
off of £30,000,000 from the Railway liability, notwithstanding the repre- 
sentations of the Railways Commissioners, does not admit of contra- 
diction. It is shown in the report of the Railways Commissioners for 
the year ended June 30, 1941, that the accrued depreciation as at June 
30, 1941, not provided for, was £1,005,809, which amount is shown as 
an item in the balance sheet as at that date over the signature of the 
Auditor-General. It is a matter for sheer amazement that such a 
position should have been allowed to develop and to continue to exist, 
that losses to the extent of £30,000,000 should have been accumulated 
without effective action being taken to provide for them, notwithstand- 
ing the advice tendered by men qualified to speak with authority, and 
that after the £30,000,000 had been “written off,” the policy of drift 
should have been allowed to continue to the extent that losses amount- 
ing to another £1,000,000 have been allowed to accumulate during the 
past few years without provision being made for them. Admittedly the 
question is a technical one, but the advice of qualified men, backed up 
as it has been by the Auditor-General, should have been sufficient to 
ensure that definite action would be taken to stop the policy of drift. 
We have become accustomed to thinking and speaking and being taxed 
in millions, but, even so, £30,000,000 is no mean or insignificant sum. 
It is here suggested that this is a matter in respect of which Parliament, 
and particularly the Public Accounts Committee, should accept responsi- 
bility for seeing that the obligations of the State are fully met and that no 
Government shall again be allowed to shirk its plain straightforward duty. 

Depreciation is a direct cost of production or of giving service just as 
much as is the expenditure on labour and on materials. That is axiomatic. 
The difference between the cost of labour and that of depreciation is 
that depreciation is to a great extent unseen. In most cases the property 
which depreciates—plant, machinery, buildings—has already been paid 
for, in the majority of cases probably from capital, and the loss of value 
which they incur in rendering service not being readily seen, can often 
be ignored, for a time at least. But that this is a wrong attitude, and 
that it is unjust to those on whom the cost must ultimately fall, does not 
need to be demonstrated. 

The question as to what is the most satisfactory method by which to 
compute the annual (or other periodical) charge for depreciation is one 
of detail only. The straight-line method gives good results and is easily 
applied. It must always be remembered that the annual charge in 
respect of any asset is based on an estimate only and that, in the very 
nature of things, the actual facts may vary considerably from the 
estimate. The estimates should, therefore, be revised at reasonable 
intervals and, if found necessary, the charges adjusted. For this reason 








d 
ti 








SP Sot 











1942 THE AUSTRALIAN ACCOUNTANT 435 


the use of a complicated mathematical formula to calculate the annual 
charge, and the introduction of interest payments into the calculation, 
is a futility and a waste of time. 

The contention of Mr. Maskell that the residual, or scrap, value of 
the property which is being depreciated should be calculated on its 
present value, appears to be based on a misconception. In the case he 
has assumed, if the estimate be realized, £1,000 will become available 
when the machine is scrapped, and not until then. That leaves £9,000 
to be provided from the earnings of the machine and not £9,441/6/-. 





Scrap, Rejects and Spoil 
By A. J. GatRNS, F.F.1.A., A.A.1.S., A.C.A.A., L.C.A. 


This week I had a phone call at my organisation from the section 
manager of one of Victoria’s explosives factories. He had noticed, he 
said, that the reject rate on the line we were supplying had increased 
lately and suggested that we take steps to control this matter, with a 
view to a saving of material. He even suggested that, if absolutely 
necessary, a drop in the production rate to obtain this correction would 
not meet with his objection. This actual incident is mentioned as an 
introduction to this article to show the importance attached to this angle 
of production by the people in charge of our war effort. Raw materials 
such as silk, cotton, tin, rubber and aluminium are running short, and 
any lack of care in regard to spoilages is most serious and must be 
controlled. Rejects and scrap will occur, it is true, but proper control 
will reduce it to a minimum. 

Just what to expect as a reasonable spoilage rate is a matter to be 
determined by each individual supplier or each industry. In the case 
quoted above, the rate at my factory was high in comparison with other 
suppliers from the same trade and the efficiency of the best man was 
the yard-stick for gauging the others. Again, having decided a rate, 
unforeseen fluctuations occur which upset all calculations. It is mainly 
the checking of these “highs” which involves the production chiefs in so 
much research and checking procedure, as the reason must be found 
and the fault corrected as soon as possible. 


Policy and Routine 


The initial step towards rectification of this matter should be the 
determination of a defined policy with regard to rejections. An examina- 
tion of the position may be commenced with the answering of the 
following questions : 


(a) Are the inspections of the product in manufacture commenced 
at the earliest possible stage and maintained throughout the 
various operations and processes? 

(b) Is the laboratory co-operation in regard to technical deficiencies 
sufficient ? 

(c) Is the general policy sufficiently bold and elastic to allow a 
determination on the stage at which work should be scrapped? 
For example, a batch of “mix” is scorched or blemished. A 
decision on the spot to scrap the lot may be infinitely wiser than 
one to use it up and chance the final result. Remember that, in 
addition to material shortage, manpower problems are still of 
major concern, and a wastage of labour is equally as serious. 

(d) Is the general policy to determine as many faults before sub- 

mission to the defence supply authority or one to allow a per- 
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centage to go in with the perfected job in the hope that one may 
“get away with it”? It must be remembered that the firm’s good 
name may be in jeopardy with the latter policy. 

(e) Are the causes for spoilages recorded and analysed with a view 
to their correction? It may be possible to remedy one consistent 
weakness by strengthening the faulty part and so eliminating this 
factor. This will be thrown up by a chart of the factors govern- 
ing the rejection as they occur. 

(f) Are bonus rates paid to workmen for quantity considered in the 
light of quality ? 

Tabulating the Results 

A very good practice in connection with the figure side of rejections 
is to tabulate the final result of each individual Government or Govern- 
ment contractor’s order. This may be compulsory in such cases as 
cost plus or cost check work, but, even if this is not so, the resulting 
information will repay the labour involved. In dealing with Government 
munition establishments, an inspection note covering each delivery made 
by the contractor is issued as soon as the routine inspection is com- 
pleted. This document gives the dates relating to delivery and inspec- 
tion, number submitted, rejected and accepted, and a progressive total 
of acceptances so that the total completed to date is shown. In most 
cases, the reasons for rejection are shown and a summary of the depart- 
ment’s decision regarding the number rejected is outlined. This may 
be on these lines— 


Number rejected, 166, made up as follows: 


Destroyed in examination .. .. .. .. .. .. 16 
Riehl fae ak edd ae ke adi dng 
Returned for re-submission .. .. .. .. .. .. 113 


The number shown in the last item are considered capable of being 
repaired and can be sent in again after attention from the contractor. 

If these inspection notes are sorted and summarised until the contract 
or order is completed, a full picture of the reject position is presented. 
It is essential, of course, also to record the spoilages discovered before 
submission to the department and, if these are included, a total per- 
centage is available. This would be set out as follows: 


Peumber mm oorder .. .. .. «. o. «. .. JOGO 
Rejected by department .. .. .. .. .... 7,431 
Number submitted .. .. .. .. ........ 107,431 
Number cut up in factory .. .. .. .... 2,134 
Total manufactured for order .. .. .. .. 109,565 
| es ee eee 9,565 


or 8:73% of above 

The only factor which would vary this figure would be any batches 
of stock which were rejected in the initial stages. To overcome this 
factor, most costs allow a percentage (which should also be subject to 
check) for loss of material in processing as apart from the final rejec- 
tions. Provided repair work is being constantly attended to, the per- 
centage above should not be affected by the numbers returned for 
“re-submission” as these should be speedily repaired and placed in the 
next delivery. 


Use in Cosi Accounts 
The reject result will be reflected, if accurately recorded, in the 
departmental cost accounts for the period under review. If, for instance, 
in the example quoted above the standard cost or factory estimate 
allowed a reject rate of 10%, the figures appertaining to production 
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results should show a profit in labour, material and overhead if there 
is no other factor likely to affect the result. On the other hand, if 
rejections are higher than the standard allowance, a loss must be shown. 
There are two aspects of factory costing work which it may be worth 
mentioning. The first point is in regard to the scrap obtained from the 
material rejected. If, for instance, there is a market value (no matter 
how small) for this material, this should be credited against the depart- 
ment on its being sold or transferred to the scrap section. The same 
remarks apply if there is a value with regard to by-products or recla- 
mations. 

The other matter concerns repairs. In the case quoted above, the 
quantity returned for re-submission is booked back to the factory at 
full factory cost, as the factory must be shown to bear the cost of their 
own rejects. Repair work is then put in hand and the articles that it is 
possible to repair and renew are booked out again to the finished goods 
store at full factory cost. It is seen, therefore, that the factory loses the 
material, labour and overhead expended in the repair work carried out. 
This is offset to a large extent by the 10% or other allowance made on 
the standard for rejects. The point I am making here is that in a good 
set of standard cost accounts, a figure of loss may be shown which is 
perhaps higher than the tabulated reject figures caused possibly by 
repair work and other factors in the production cost. This is obviously 
considered in the light of the actual reject figures and the various cost 
factors analysed and considered. 

In most well-controlled systems, a method of booking the factory 
with all “store to factory” items is available. This covers both store 
material needed for factory production and for the debiting of returns 
and faulty goods. Care must be taken to book the factory with not only 
the number of rejects returned but such items as “outright rejects” and 
items “expended in testing” which never actually return to the factory. 
If these are not debited back the sales section will be bearing a loss 
which has no relation to their activities. 


Bonus for Quality 


Increased and still further increased production is the cry from the 
directors of our war effort, and this is being achieved in the factories 
by various means. Machine tools and labour-saving devices are com- 
mon, overtime is being made available, and last, but not least, many and 
varied methods of bonus payment are in operation for increased output. 
These systems vary with the concern and industry involved, but a 
common and popular method is the setting of a “task” for a day’s work. 
If the operative completes more articles per day than his task rate he 
is paid for the additional production at the same rate as that applicable 
to this day’s task. For instance, if it is considered that eight articles 
are a “task” for an eight-hour day, and an operative completes ten, he 
is paid for ten hours’ work, not eight. The saving in expense absorption 
4 obvious and the operative is enabled to earn more by his speed and 
skill. 

My plea in this case is for more bonuses for quality as well as, or 
instead of, quantity, as it is undoubtedly true that under intense “task” 
production, rejects must surely mount, as the sole object is to obtain 
greater production. Some firms overcome this difficulty by a threat, 
which must be carried out if glaring instances are discovered, to with- 
hold payment of any bonus on defective work. If the employee is made 
to understand this position clearly and is told that he must never sacri- 
fice quality for speed, this must be a definite deterrent. 
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On the other hand, it is possible so to arrange the bonus system that 
quality as well as numbers are the determining factor. I will quote one 
example to illustrate my point. Let us suppose that a “task” has been 
set of 100 articles per day at 3d. each, which would allow an employee 
to earn 25/- or such increased sum as would be calculated from his 
actual production. It may or may not be stipulated that such produc- 
tion be perfect, but usually the sum payable is calculated on the total 
output irrespective of rejections. If it is noticed that the rate of rejects 
is creeping up, my contention is that this “task” rate should be amended 
to include the aspect of quality in the finished product. The rate would 
be raised to 34d., for instance, and applied only to finally accepted work. 
If, for example, an operative was found to be producing 10% defects 
for the day, he would be paid for only 90 articles at 34d., viz., 24/5, 
which would vary 

(a) with the quantity produced, 
(b) with the rate of rejections, 
and both factors would be equal in importance. 


Fixing the Blame 


In considering the above suggestion, care must be taken as to whether 
it is practicable. In the first place, most Government establishments 
usually take some considerable time to complete inspections as, obviously, 
they must have a stock of work on hand to complete further productive 
plans. Then the difficulty of segregating each man’s work, while not 
insurmountable, is certainly a matter that would not be easy to arrange. 

The main trouble with this method would, however, be the difficulty 
in actually pinning the blame for rejections on a particular operative in 
the factory. For instance, even assuming that stock and material varia- 
tions are overcome, certain preliminary activities, such as cutting, stamp- 
ing and preparing, are often carried out before the material reaches the 
main machines. Even afterwards, there are operations of polishing, 
cleaning, trimming, etc., to be considered and it is always possible to 
place some portion of the bad work to these sections. Many other factors, 
such as dirty containers, moulds and dies, as well as extreme weather 
and working conditions, must be taken also into consideration. Taken 
all round, it is admitted that this is the major problem in connection 
with this bonus system, but, on the other hand, an excellent suggestion 
is to apply the total reject rate to all employees’ work and pay on this 
basis. I have seen this method work and, while the correct figures are 
made available and are posted for the employees’ information, this has 
been found quite suitable. Even if the current reject figure is used, 
being the rate at the most up-to-date period, this will serve the purpose, 
especially if a job has been in progress for some time and is continuing 
to be ordered. 


Useful Discussion 


The matters outlined in this aritcle are all of vital importance to pro- 
duction executions and even if any major change is not made in the 
production or inspection procedure, it is often useful to get together 
and talk over such matters. To such a conference can be brought the 
national outlook from the Government’s point of view, the relationship 
to costs and profits, the worker’s angle from his bonus and pay aspect 
and the production manager’s view respecting smoothness of output, 
its quality and the firm’s reputation with the supply department in this 
connection. From everyone’s point of view, it is certainly a problem to 
be discussed and tackled with the utmost determination. 
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Classification of Accounting Data IV 


t 
l EXPANSION OF THE PRIMARY BASES OF CLASSIFICATION 
‘ By A. A. Fitzcrratp anp L. A. SCHUMER 


| In the second and third articles! in this series, in addition to setting 
out the basic methods of classifying data, some indication was given of 
| the dominant purpose of accounting in trading concerns, non-trading 
| concerns and trust estates. For the purpose of this article it is necessary 
| to retrace steps to the point where the previous discussions brought to 
; light the minimum classification and then to consider the manner in 
which the minimum classification can be expanded to meet needs for 
greater detail. 
Fundamentally, the minimum classification must be as under: 


1. In respect of all transactions— 
(a) Cash basis of accounting— 
i. Cash Receipts. 
ii. Cash Payments. 
(b) Liability basis of accounting (in addition to cash trans- 
actions )— 
i. Rights acquired by the undertaking to receive cash. 
ii. Liabilities accepted by the undertaking to pay cash. 
2. In respect of the data contained in the accounts purporting to 
exhibit the financial status of the undertaking at a selected point 
of time— 
(a) Assets. 
(b) Funds employed (liabilities both to the proprietors and 
to others). 


The minimum classification, however, will of itself be of limited value 
in supplying the information needed by all classes of persons interested 
in the accounts of an enterprise. It is necessary, therefore, to expand 
the classification by applying to each group one or more other bases 
so that all requirements may be amply met. The purpose of this article 
is to describe a number of commonly used bases upon which this 
expansion may take place, each basis having a particular purpose. Not 
all of these bases, however, are applicable to all undertakings or to all 
groups in the minimum classification, nor are they the only bases upon 
which expansion may take place, as each undertaking will have some 
peculiar problem to meet. 

In considering these bases of classification in relation to any par- 
ticular undertaking it will be found that some can be used successively 
to provide greater detail until the maximum classification is obtained. 
On the other hand, some are useful only as a method of classifying data 
in a manner different from other methods. The point is shown dia- 
gramatically in Fig. 4. In the upper portion of the diagram the bases 
of classification are applied progressively to expand the minimum classi- 
fication in a fan-like manner and each new group formed by the appli- 
cation of one basis of classification is broken down into greater detail by 
the application of another basis. In the lower portion of the diagram 
the minimum classification may be regarded as a pack of playing cards 
which are sorted firstly according to one plan and then re-shuffled and 
sorted according to another plan. The requirements of any particular 
undertaking are not likely to follow one only of these patterns: more 


1. The Australian Accountant, July and August, 1942. 
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commonly it will be found that the expanded classification will require 
the use of both approaches. 

The commonly used bases for expansion of the minimum classifi- 
cation are according to— 


financial appropriations or funds; 
accounting periods; 

inherent qualities or properties ; 
administrative responsibility ; 
permanency ; 

legal significance ; 

tangibility ; 

relation to major activities ; 
normality ; 

relation to movements in the volume of activity ; 
controllability ; 

taxability ; 

units of activity; 

persons. 
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The application of these various bases of classification to groups con- 
tained in the minimum classification will be dealt with in later articles. 
It is proposed first to consider the general nature and purpose of each 
basis. 


Financial appropriations or funds 


The total transactions entered into by an undertaking may require 
to be classified according to the specific purposes for which funds have 
been received and are to be disbursed. For example, a charitable insti- 
tution may have transactions relating to the normal conduct of the 
institution and may also receive funds ear-marked for some specific 
purpose, such as the erection of a building. In these circumstances, it 
would be appropriate for the accounting records to distinguish between 
transactions concerning the operation of the institution and transactions 
relating to the erection of the building. In the accounting records, there- 
fore, the minimum classification would be extended according to “Funds,” 
e.g., “General Fund” and “Building Fund.” In disbursing agencies such 
as Government departments, one agency may handle a number of funds 
each devoted to a specific purpose and the accounting records must 
obviously have regard to the “Funds” so that there may be a proper 
accounting for stewardship. 

The discussions in the second article of this series have clearly 
demonstrated that, in a trading concern, the first step in expanding the 
minimum classification is to apply further classification according to 
three funds—-Proprietors’ Capital, Borrowed Capital, and ‘Trading 
(Revenue and Expense)—-for by no other means can the financial 
success of the undertaking be measured. 

in a Trust estate, classification of transactions as “Corpus” and 
“Income” is another instance of the application of this method of classi- 
fication. 


Accounting periods 

The summarizing of transactions according to periods within the full 
life-time of an enterprise has been dealt with in the second article of 
this series as it is one of the dominant purposes of accounting, particu- 
larly in trading concerns. Factors influencing the selection of the length 
of the period include: 
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(a) the requirements of taxation authorities ; 

(b) the intervals at which dividends are to be paid to proprietors ; 

(c) the intensity of control through accounting required by the 

management of the undertaking ; and, 

(d) the practicability of organizing accounting routine to “close” 

accounts at short intervals. 

In most trading concerns the calendar year or half-year is adopted 
as the accounting period for taxation and dividend purposes. Manage- 
ments in many instances content themselves with fragmentary infor- 
mation concerning operations within the accounting periods of one year 
or six months. Many, however, have adopted the calendar month as the 
accounting period for managerial purposes and there is an increasing 
tendency to organize accounting routine to this end. 

The terminating point of a yearly accounting period is usually the 
thirtieth day of June, as this is preferred by the taxation authorities. It 
is, nevertheless, in many instances an entirely unsuitable date, since it 
does not coincide with the close of the natural business year of the 
undertaking. 


Inherent qualities or properties 

This method is based on the inherent qualities of objects or trans- 
actions which are the subject of accounting data, and is usually described 
as “Natural Classification.” It is very common in accounting systems, 
and, in many, is the only method used. Objects or transactions are 
classified merely by a name which is obvious from their nature. An 
expenditure of cash on the purchase of a machine would be classified 
under the heading of “Machinery”; a purchase of goods for sale would 
be classified as ‘“‘Merchandise” or as “Purchases”; an expenditure on 
postage stamps would be classified as “Postage.” A suitable heading 
for ciassification can be devised immediately from the quality or nature 
of the object. Such headings as “Land,” “Buildings,” “Cash,” “Interest,” 
“Commission,” “Insurance,” “Wages,” “Repairs,” are instances of 
natural classification. 

The method has the virtue of simplicity but, unless controlled, can 
grow into a very detailed classification because of the wide range of 
objects of expenditure. Some method of keeping the classification within 
reasonable grounds is generally required, such as making rational com- 
binations of objects or transactions which are more or less closely related. 

As the sole basis of classification, this method is suitable to small 
undertakings only. In others it is almost invariably used as the final 
method of classification, other methods being interposed. It is required 
in statements of revenue and expense for income tax purposes. 


Administrative responsibility 

Classification on this basis is intended to reflect the responsibility for 
objects or transactions when delegation of responsibility is an essential 
feature of the organization of an undertaking. 

A privately owned business may be conducted by: 

(a) an individual as sole proprietor ; 

(b) two or more individuals in partnership; 
(c) a corporation ; 

(d) a trustee or trustees for others. 

A sole proprietor may actively manage the business himself or may 
delegate the responsibility for management to an employee. Similarly, 
partners may actively manage the business themselves or may delegate 
managerial responsibility to one or more of their number, or to an 
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employee who is not a partner. A corporation must necessarily delegate 
its management to one or more persons who may be members of the 
corporation, but who, nevertheless, stand in a distinct contractual rela- 
tionship to the corporation. 

Classification of accounting data on the basis of administrative respon- 
sibility would therefore be concerned with the division of objects or 
transactions into two categories: 

(a) those for which the management is responsible, i.e., “Operating” 
objects or transactions; and, 

(b) those for which the proprietors as such are responsible—“Non- 
operating” objects or transactions. 


The line of demarcation between these two categories may not always 
be clear and, in some instances, the responsibility of the proprietors 
may be merely notional, as the proprietors may not in fact know any- 
thing of the transaction. 

In regard to “Operating” objects or transactions, the classification 
may be applied so as to subdivide objects or transactions into categories 
based on responsibilities to the management. For this purpose the struc- 
ture of the operating organization must be taken into account. 

_C. R. Rorem? distinguishes between three types of operating organiza- 
tion, viz. : 

1. Functional organization—one which apportions administrative 
authority and responsibility according to functions or groups of 
related activities, e.g., production, marketing, accounting. 

2. Territorial organization—one which apportions administrative 
authority and responsibility according to geographical areas, e.g., 
Victoria, New South Wales, Queensland. 

3. Commodity organization—one which apportions administrative 
authority and responsibility according to individual commodities 
or groups of commodities, e.g., Wool, Grain and Merchandise. 

Unless “commodity” is given a meaning sufficiently wide to include 
services, it will be necessary to add: 

4. Service organization—one which apportions administrative 
authority and responsibility according to individual services or 
groups of services sold by the undertaking, e.g., Marine Insurance, 
Fire Insurance. 

It would not be unusual to find more than one basis (if not the four) 
in use in one undertaking. For example, the first line of responsibility 
under the mariagement may be on a territorial basis, and the second line 
of responsibility on a functional basis. Other lines of responsibility 
further down may be on a commodity or service basis. 


Permanency 
This method assumes that the elements in some generic groups are 
either 
(a) more or less transitory, i.e., “current”; or 
(b) more or less long-lived, i.e., “fixed,” 
and classifies the data accordingly. With a classification of this kind it 
is obviously necessary to select some arbitrary method of distinction 
between momentary and permanent incidence. That arbitrary method 
depends upon the peculiar needs of the undertaking and the intentions 
of the management. 
An expenditure upon a ton of coal to be burned within a few days 


2. Accounting Method, Chapter 33. 
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after purchase obviously represents a transitory asset, whereas a pur- 
chase of land to establish a factory creates an asset approaching per- 
manency in character, i.e., the expenditure may not be classified as 
Expense until the business life-time of the undertaking has expired. 
The incurring of a liability payable in cash within 30 days is a 
transitory (“current’’) liability whereas a liability incurred and payable 
in 20 years, such as loans secured by debentures, cannot be so regarded. 


Legal Significance 


In some circumstances, it may be necessary to attach legal significance 
to certain objects or transactions recorded in the accounts. Assets may 
be classified as “Realty” or “Personalty,” “Leasehold” or “Freehold.” 
Ina trust estate it is generally necessary to distinguish between “Income” 
and “Corpus.” 

Generally speaking, however, legal significance does not play an 
important part in the classification of accounting data. 


Tangibility 

There may be some significance in an object, which is the subject of 
accounting data, being classified as tangible or intangible. “Tangible” 
means “perceptible by touch; capable of being possessed,” something 
which has physical constitution as contrasted with something which has 
no material substance. For example, a building is a tangible object, 
whereas goodwill is intangible. 

The classification arises from the common belief that something of 
physical constitution has greater intrinsic value than something of a 
nebulous character. 


Relation to major activities 


Each economic undertaking has one or more objects which may be 
regarded as its main purpose or major activity, but frequently transac- 
tions are entered into which are relatively unimportant or merely inci- 
dental to the major activities. It may be desirable to differentiate between 
transactions which are related to the major activities and those which are 
not. The usual method of discrimination is classified into “Operating” 
or “Non-operating.” 

The purpose of this classification is to determine the results or finan- 
cial status of the major activities. The intrusion of other transactions 
may serve to cloud the view unless they are segregated. There is no 
general rule as to what transactions fall under each heading, but the 
nature of the undertaking will provide a reasonable answer to the 
problem. 


Normality 


Whilst an undertaking is carrying out its objects, the Revenue and 
Expense will include a number of constantly recurring items. On occa- 
sion, however, items of an unusual or non-recurring nature may creep 
into the transactions and may be regarded as “Abnormal” or “Extra- 
ordinary.” It may be difficult to define an “Abnormal” item in contrast 
to a “Normal” item, but, from the practical point of view, it is usual to 
regard as an “Abnormal” item any transaction which is fortuitous or 
accidental in relation to the operations of a particular period and suffi- 
ciently large in amount to have a material effect on the results of opera- 
tion for the particular period. 

The Victorian Companies Act, 1938,° provides that some abnormal 
3. Victorian Companies Act, 1938—Section 123. 
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elements in Revenue and Expense (e.g., income from investments, trans- 
fers from reserves, profits or losses arising from sale of fixed or intan- 
gible assets) should be clearly shown in statements issued by limited 
companies and that the directors should state in their reports to share- 
holders whether the results of the year’s operations as disclosed by the 
published accounts have been “materially affected by items of an abnor- 
mal character.” 


Relation to movements in volume of activity 


Transactions of a particular kind may vary with the volume of activity 
of an undertaking whilst others are not affected. Expansion in activity 
may result in Assets, Liabilities, Revenue and Expense being increased, 
and contraction may have the opposite effect. In general, transactions 
may be either “variable” or “non-variable” in relation to movements in 
the volume of activity. 

This method of classification may be significant, to a limited extent, 
in relation to Assets and Liabilities. It is much more significant in 
relation to Revenue and Expense. Many important questions of business 
policy arising out of contraction and expansion of activities through 
acceptance or rejection of business offering can be effectively decided 
only in the light of scientific estimates of the probable effect of changes 
in activity on Revenue and Expense. 


Controllability 


The transactions of an undertaking may be capable of being controlled 
by the management or may, on the other hand, be of such a character 
as to be forced on the concern until some major change in the character 
and operations of the undertaking is made. Transactions may therefore 
be “Controllable” or “Uncontrollable,” but these terms are not absolute, 
as they express a condition which exists only while the concern operates 
at a given level of activity. To a limited degree the extent and character 
of the Assets and Liabilities may also be affected by causes beyond the 
immediate control of the management, but classification according to 
controllability relates to Expense rather than to Assets and Liabilities. 
The concern may be committed by the character of its investment to 
constantly recurring charges which cannot be eliminated except by 
making drastic reductions in its investment. It may, therefore, be impor- 
tant to the management to know what expenses can be dispensed with 
by ceasing to carry on its operations in contrast to those expenses which 
are inevitably recurring whilst the property investment remains constant. 

Sometimes’ the term “current” and “fixed” as applied to Expense 
are used in a similar sense to the terms “controllable” and “uncon- 
trollable.” There is, therefore, some connection between “controllability” 
and “permanency.” 


Taxability 

The laws of a country may impose taxes on some of the transactions 
entered into by an undertaking. In Australia, a surplus of Revenue 
over Expense of private undertakings may be subject to assessment of 
income tax by the various States and the Commonwealth, and sales of 
commodities may be subject to payment of sales tax. Revenue and 
Expense may therefore be “Taxable” or “Non-taxable,” and the charac- 
ter of the transactions falling into each class is determined by the legis- 
lation under which the taxation is imposed, a taxable item for the 
purpose of one tax not necessarily being taxable for the purpose of 
another. 
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Units of Activity 

In the field of managerial accountancy, classification of accounting 
data according to units of activity is important because its purpose is to 
aid management in the efficient conduct of the enterprise. This basis of 
classification involves the dissection of activities into parts for the pur- 
pose of determining whether or not each part is being carried out at a 
cost commensurate with its value to the undertaking. 

These units of activity are usually referred to as cost units. A cost 
unit has been defined as “a definite quantum of some type of business 
activity.”* In a sense, any quantity or part of business activity which 
is less than the total activity over the life-time of the undertaking is a 
cost unit. The cost unit might therefore be an accounting period of, 
say, one year. It is necessary to point out here, however, that even if a 
period of one year is selected it may be desirable and necessary to 
measure Revenue and Expense on two different bases since two different 
purposes are involved. One of these purposes—the determination of 
profit—has been dealt with in a previous article in this series, and the 
influence of the doctrine of conservatism on accounting “profit” was there 
considered. For managerial guidance, however, it may be necessary to 
determine Revenue and Expense without regard to the doctrine of con- 
servatism or the incidence of accounting periods. It is this concept of 
Revenue and Expense which is related to classification according to 
cost units. 

Classification according to cost units is the classification of Revenue 
and Expense of an undertaking over its life-time solely in relation to 
selected pieces of business activity. It is therefore an alternative to the 
accounting period classification described in the previous article in this 
series. 

The quantum of activity to be regarded as a cost unit may be regarded 
as 

(a) one or more “jobs” to be performed, the ambit of the unit 
being the complete performance of the work, e.g., the making 
of one machine, the building of two houses, or the selling of a 
motor car to John Jones; or 
(b) all the activity of a specified type performed within a specified 
period, e.g., selling motor cars for a given month or adminis- . 
tering the business for a given period. 


The units into which the activity of the undertaking is to be divided 
depends upon the purpose to be served, which may be one or more of | 
the following : 
(a) to assist in the establishment of selling prices of commodities 
or services ; 
(b) to provide data to assist in the accounting control and valuation 
of stocks; 
(c) to assist in determining the profitability of commodities or 
services sold; and 
(d) to compare and measure the efficiency of activities. 


The cost units for each one of these purposes may be entirely different 
and the activity group for one purpose may include part or the whole of 
the activity in the cost unit for another purpose. 


Persons 


Transactions may be classified according to the persons with whom 
the undertaking transacts business. For this purpose, “person” includes a 


4. C. R. Rorem: op, cit. 
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firm or partnership, association, corporation, or a trust estate. Obviously 
such a classification is necessary in relation to debts due to the under- 
taking and liabilities of the undertaking to others. 


General Application 


Accounting in trading concerns is dominated by the classification 
according to the funds referred to earlier in this article, viz., Proprietor’s 
Capital, Borrowed Capital and Trading (Revenue and Expense). Such 
a classification is also inherent in many non-trading undertakings, the 
term “capital” having the meaning indicated in the third article of this 
series. Therefore, for the purpose of discussions in the following articles 
it is proposed to accept this “fund” classification as being essential, and 
the various bases for expanding classifications outlined in this chapter 
will be considered in relation to five main groups, namely, Revenue, 
Expense, Liabilities, Assets and Proprietorship. Figure 5 shows which 
of these groups are suitable for the application of the bases of classifi- 
cation referred to in this article. 








Basis of Revenue | Expense | Assets Liabili- | Proprietor- 
Classification ties ship 
1. Financial - _airicaocase 
or ventures... x x x x x 
2. Accounting periods .. x x 
3. Inherent qualities or 
properties oe x x x x x 
4. Administrative responsi- 
bility .. on x x x x x 
5. Permanency .. x x x 
6. Legal Significance x 
7. Tangibility x 
8. Relation to major acti- 
vities oe ee x x x x x 
9. Normality = x 
10. Relation to movements 
in volume of activity x x 
11. Controllability x x 
12. Taxability x x 
13. Units of — x x 
14, Persons x x x x x 




















Fig. 5. Application of Bases of Classification. 
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Overhead Expenses and Budgeting 
By B. P. WALKER 


Overhead Charges 

One often encounters the argument that it must be cheaper to buy 
from the “little man,” or the manufacturer who has only a limited 
output, because of his “low overheads” compared with the larger 
organisation. 

This in my opinion is a fallacy, and whilst there may be cases where 
satisfactory results and low prices may be acquired, they are generally 
due to a man of exceptional ability, who is content to handle only a 
volume of business which he can personally supervise, and to accept 
little more than a living wage for his efforts and risks. 

As the volume of business grows, increased standing charges become 
inevitable to provide for larger factory and selling space, cost and 
account keeping, proper supervision, transport, advertising, etc. 

Temporarily the expense ratio may increase, but except for these 
temporary peaks which necessarily provide excess of facility over 
demand, a state of balance arrives which, if carefully planned, should 
show a lower expense ratio as the volume increases, and generally 
speaking the larger organisation can produce at a lower total cost than 
a small organisation. Of course costs and prices are not the only 
consideration, and usually the larger organisation is able to offer better 
value even if the price is the same. 

Standardisation, improved designs and a better quality and service, 
all resulting from the greater experience, should enable the larger 
manufacturer to give better value for money. 

The human element is reduced and the buyer does not have to rely 
on one-man outfits which may fail him in emergency. 

In saying this, I do not deprecate the initiative and efforts of those 
who are operating in a small way—there will always be a demand for 
the personal service of the individual who builds a personal reputation, 
and most large businesses had small beginnings. I merely state my 
conclusions as to the effect of overhead expenses on small and large 
concerns. 

There are several methods of costing as regards the provision of a 
loading or burden to cover overhead expenses— 

In some cases a percentage is added to the total cost of labour and 
material to cover the cost of overheads. 

In other cases a percentage is added to labour and a different 
percentage to material. 

In other cases a percentage is added to labour only. 

In either case it is necessary first to budget the total cost of expenses 
and also the anticipated output in order to arrive at a proper percentage 
to add to net costs. 

Now, if it is necessary to add a large percentage, it does not 
necessarily mean high cost or inefficiency, and to assume that the cost 
arrived at by one company which adds 100% to its labour to cover 
expenses must be higher than a competitor who adds only 50% may be 
quite wrong. 

Let me give you an example. 

Suppose a manufacturer is producing screwed bolts and he employs 
turners on Capstan lathes. 

Suppose his cost of labour is £1 on a given quantity and his material 
10/-, and his expenses necessitate the addition of 50% to labour. 

His cost would be— 
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Material £0 10 O or Material £0 10 0 

Labour 1 8 @ Labour 1 0 0 

Overhead Charges, ———_— 

50% on labour 010 O £1 10 0 
Overhead Charges, 

334% 010 0 

Total cost £2 0 0 Total cost £2 00 


Now suppose instead of using the old type of lathe he purchases 
automatic Capstan lathes. 

Provided he has the volume to handle, one man will be able to handle 
more than one lathe, and the tool will probably produce say twice the 
volume. 

Then, assuming two lathes for one man (a very conservative 
estimate), his cost will be for the same unit quantity— 


Material £0 10 O or Material £0 10 0 
Labour 6 3.0 Labour 05 0 
Overhead Charges 015 O ee 
£0 15 0 

Overhead Charges, 
100% 015 0 
£110 O £1 10 O 


It will be seen that the overhead charges are increased to 300% on 
labour due to increased expense for depreciation, etc. (and perhaps 
interest), on more expensive equipment, but his cost is reduced. 

These figures do not pretend accurately to represent the cost of 
producing the bolts, but merely illustrate that the high overhead 
percentage may be an indication of efficiency. 

Now most managers want to know just what percentage they must 
add to their costs to protect them against loss, and this of course depends 
upon the volume produced or sold. 

Obviously, an expense ratio which is correct and satisfactory for a 
large turnover would not cover expenses if the turnover were reduced, 
and would be more than necessary if the turnover be increased. 

It is one of the problems which many people find most difficult to 
solve, and in many cases the competitive market price is established 
for them, and the problem becomes one of trying to produce at a cost 
which will be below market price and thus show a profit. 

But the problem is not so difficult if a real knowledge of one’s business 
and costs is available, and I want to tell you something of a method 
of budgeting and forecasting which can be applied to most businesses, 
and which shows visually what many men know already, and what some 
would like to know, namely, the relation of costs and turnover to profit. 

The method is called “Profit Engineering,” and is described in an 
excellent book by Knoeppel. 

I will not pretend to cover all the dissections and possibilities disclosed 
in that book, but I propose briefly to reduce the basic factors to a 
simple form which can be readily followed and applied to your business. 

Many people start at the wrong end when handling their budget. 

To take a simple example: The housewife knows she has a certain 
amount provided for running the home. She buys the food, clothes, etc., 
according to the amount of money she has available, but often without 
regard to unforeseen expenses, or to whether the money spent to-day 
will be needed more urgently to-morrow, and by the time the rent is 
paid there is often nothing left to meet other necessities and other 
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standing charges and commitments. Surely it would be better if she 
listed the standing charges and provision for future commitments, such 
as rent, insurance, holidays, savings, motor car depreciation, etc., and 
then saw what is left on which to live! 

Now a manufacturer may first decide what his estimated costs are, 
and then add a profit to arrive at the selling price, if the public will 
pay that price, or he may decide what is the market price at which he 
can sell his products, and proceed to prepare an estimate of costs, 
taking first the cost of material, then labour, then overhead charges, 
based on an assumed turnover. 

The result may show a margin of profit, but it may not. 

Now the method of “Profit Engineering” is to reverse this process 
and build up costs and prices, taking as the first item that of profit. 

If there is a fixed market selling price, then the balance after providing 
profit must be divided between material, labour, overhead expenses, 
and that is all there is to spend on these items. 

So that he starts with a knowledge of his goal, and must design and 
buy and plan on that basis. 

Now the question of turnover has a vital influence on profit. 
Obviously a fairly correct estimate of turnover must be established, and 
one year’s results should not be taken as a criterion of the next. We 
get booms and depressions, and cannot alter our overhead percentage 
exactly to meet each year’s expenses, otherwise we will find that in 
lean years we have to increase the loading, and our prices increase just 
when competition is keen and business scarce, and a further falling off 
in turnover would result. 

For the purpose of our plan the author of “Profit Engineering” 
suggests we should take the average sales over a period of years (I use 
six), then take the sales of the best year, and calculate the average of 
these two figures to arrive at a figure which is called 100% capacity. 

This 100% capacity does not represent the actual capacity of your 
organisation when fully occupied—it represents ‘‘a reasonable attainable 
performance, calling for high efficiency and taking into consideration 
past performance, future plans, rate of growth, and a consideration of 
potential markets.” 

This figure may or may not be reached, so we will budget on sales 
of, say, 67% of capacity and fix our profit and overhead burden 
percentage accordingly. This is called the cyclical capacity and is 
accepted as an average efficiency of a fair standard. 

Now let us put this into visual form in our Profitgraph. Suppose 
our records show that the 100% capacity figure for sales, arrived at as 
explained above, is £80,000. Now let us make a chart and divide it 
horizontally to represent capacity, and vertically to represent sales. 
Then let us draw a line from zero to a point where £80,000 intersects 
the vertical 100% line. 

This will indicate our yearly sales, which may be anything from 
nothing to £80,000, or even more, and the cyclical capacity will be 
67% or £53,600, and on the basis of this volume suppose we budget 
for a profit of £4,000 or 74%. Then mark a point on the vertical 67% 
line at £49,600. 

Now regarding expenses or overheads, let us assume these at 
£10,000. These we call fixed expense, although they will vary slightly 
in certain circumstances; for example, power and lighting are usually 
taken as fixed expenses, though they will vary according to the volume 
of — but broadly, and for simplification, we will regard such things 
as fixed. 

Now draw a line from £10,000 through the point marked at £49,600, 
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and draw another line parallel with it from zero. The space between 
these lines represents fixed expense, and is approximately the same 
whether we sell £10 or £100,000 worth of goods, and this overhead is 
not absorbed until about £40,000 sales have been made ; thereafter we are 
assured of some profit, increasing both in amount and percentage with 
the volume of sales. 

So the “crossover point” from loss to profit is shown clearly to us in 
advance, and it should be our aim to keep the crossover point as low 
as possible. 

Now we have indicated the profit and the fixed expense on the chart. 

The balance making up the price is material and labour. This can 
again be divided when their values are known. Indeed the “price” 
can be broken up into as many sections as desired, just as the profit 
can be divided as to Income Tax, Dividends, Reserves, etc. 


CROSS-OVER POINT 
CYCLICAL CAPACITY 


100% CAPACITY 


20% 
0% 
60% 
80% 
120% 
140 


A’ = SALES 


PROFIT 


| 
SS 
——_} 


we = TOTAL COST 


O/n 
Cc’ = VARIABLE COST 


MATERIAL, ETC 





If you take your last year’s balance sheet and your cost records, and 
plot the figures as indicated, you will ascertain where the crossover 
point is in your business, and if you find your profit is too low, you can 
look for the reason in three places, for there are three ways of altering 
the picture to make it show more blue and less red. 

The first and most obvious, though least easy to achieve, is to increase 
selling prices. This will make your sales line “A” steeper, but may 
prevent you from reaching the cyclical capacity. 

The second way is to lower the line “B” by reducing overhead 
expenses. 

The third way is to lower the line “C,” representing variable costs, by 
better buying, manufacturing process, or lower labour costs, etc. 

Now, you may say that you know all this already, but to emphasise 
it and show it visually will in many cases drive home the lessons and 
encourage you to plan accordingly. 

The method outlined can be used not only for budgeting but also as 
a check on results. 
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Clarity in Published Profit and Loss Statements 


In the June, 1942, issue of The Australian Accountant, we published 
extracts from the accounts of the Monsanto Chemical Company of U.S.A. 

We have now received the accounts of Manton & Sons Limited, Mel- 
bourne, for the year ended July 31, 1942. As in the previous case, these 
have been drawn up in such a way as to make it possible for them to 
be understood even by those without an intimate knowledge of account- 
ing. 

The following is an extract from the Directors’ Report: 

The Directors of Manton & Sons Limited believe that in addition 
to the public Balance Sheet presented to comply with the Companies 
Act, a statement in simple language would be welcomed by our cus- 
tomers, employees and our shareholders. 

The modern retail store can make a profit for its shareholders only 
if, first of all— 

(a) It renders satisfactory service to the community. 
(b) Pays to an efficient staff remuneration in accordance with the 
standard of living we have set up in Australia. 

Three parties are directly concerned in the success of retail business. 
In the order in which they receive their share of the proceeds they are: 

The Employees, 
The Government, and 
The Shareholders. 


Bearing these facts in mind, we now present without too much detail 
a simple and concise statement under three headings, showing— 


A 
The cost of purchasing stock and miscellaneous expenses. 
B . 


The amount of money divided between the three parties directly 
concerned in the success of the business. 
Cc 
The amount of money set aside in the business in an endeavour 
to provide security for the future. 


Here are the figures: 
During the Year August 1, 1941, to July 31, 1942— 
We Received 


From the previous year..... Loe es £1,339 
From Investments in other Companies pao 1,125 
From our Customers .. .. .. ...... .. .. 1,147,496 
——_——— £1, 149,960 
We Paid Out 
A 

To our suppliers in Australia and 

A ere 
Miscellaneous Expenses (Less 

trade discounts) amounted to .. 58,528 


In order to provide for replacement 
when obsolete, we reduced the 
value of buildings and equipment 
in the balance sheet by .. .. .. 13,500 


785,210 








452 THE AUSTRALIAN ACCOUNTANT SEPT. 


B 
Employees of the Company were 
paid for their services .. .. .. 
Governmental Authorities (Muni- 
cipal, State and Federal) re- 
ceived or will receive for Muni- 
cipal Rates, Customs Duties, 
Sales Tax, Payroll Tax, Land 
Tax, Income Tax, Super Tax, 
Undistributed Profits Tax, and 
War-time (Company) Tax .. 142,378 
The Shareholders of the Company 
were paid or will be paid Divi- 
dends amounting to.. .. .. .. 22,439 


192,093 


356,910 


To endeavour to provide for security 

for the future, we set aside for 

Staff Provident Fund, Reserves, 

EE AAS Ea eae 6,616 
And we carried forward a balance 

to the next year of .. .. .. .. 1,224 

a 7,840 

—— £1,149,960 


The Directors’ Report also contains a comparative table, showing the 
amounts set aside for taxation for the past three years, and an interest- 
ing pictorial presentation of the Profit and Loss Account. 





The Functions of Accountancy 
By R. GOLDENBERG 


The functions of accountancy may be classified as follows: 
(1) Jnternal— 

(a) Production of Financial Statements as a Guide to Manage- 
ment. 

(b) Advice on Policies and Systems as a By-product of Audit- 
ing. 

(c) Income Tax Work and Allied Subjects. 

(d) The Accountant as Office Manager. 


(2) External— 
(a) Expert Parliamentary Committees. 
(b) Finance Committees. 
These will now be dealt with seriatim. 


(1) Internal. 

(a) Financial Statements as a Guide to Management. 

The ultimate aim of any business enterprise is to make profits sufh- 
cient to justify its existence and thereby reward the owners for the use 
of their capital and the risks they have taken in providing it. 

To be successful a business must fix a goal at which to aim and watch 
each step until that goal is achieved. In more concrete terms the propo- 
sition is as follows: The management of a business must decide what 
percentage of invested capital may be considered a fair return upon it, 
having regard to the general level of interest rates on Government Bonds 
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and the degree of risk involved. This determined, the minimum annual 
profit necessary to provide the desired return upon capital is known. 

To this must be added amounts to cover appropriations for the follow- 
ing purposes : 

General Reserve. 

Specific Reserves, such as for Research and Development. 

Loss of Profits or Dividend Equalisation. 

Provision for Taxation. 

The resulting figure represents the average annual net operating 

profit required. 
With respect to this net profit figure, two distinct functions devolve 
upon the accountant : 
(i) The preparation of budgets showing in detail how the result 
is to be achieved. 
(ii) The preparation of monthly reports to the directors and 
management. 

In the case of an unincorporated business the following remarks, with 

necessary modifications, will apply equally. 
(i) Budgets. 
It is necessary to prepare several individual budgets and correlate the 
facts in a master budget. The sequence may be as follows: 
Sales— 
Estimated sales by quantities, values and territories. 
Production— 
Scheduling of programmes so as to meet demands and avoid over- 
investment in stock. 
Manufacturing— 
Detailed cost estimates for production programme. 
Selling and Distribution Expenses— 

Estimates of Selling and Delivery Charges, related to Selling 

Budget. 
Administration— 

Estimates of salaries, directors’ fees and expenses, interest, audit 
fees, travelling expenses; legal expenses, payroll tax, stationery, 
telephones, office building expense (rent, rates, land taxes, 
insurance) and other items. 

Allowance should be made for non-operating income such as 
Commonwealth Loan Interest and dividends on shares in other 
companies. 

Cash— 

Schedule of estimated bank balances apart from capital receipts 

and expenditure. 
Financial— 

This budget takes the estimated trading cash balances and deter- 
mines actual bank position by relating these to capital receipts 
and expenditure. 

This last is a very important budget and is worthy of elaboration. The 
incidence of capital expenditure may be determined by reference to 
requisitions for capital jobs passed by the board. Where the balances 
revealed upon correlation of the trading figures and capital expenditure 
show a possibility of overdraft limits being exceeded at certain times of 
the year, capital issues may be found necessary as a way out of the 
difficulty. These may take the form of shares or debentures. 

The board having decided what course to take in this connection, the 
accountant will be able to complete the Financial Budget by combining 
both capital receipts and expenditure with estimated operating balances. 
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Master— 

The master budget is an estimated Profit and Loss Account con- 
structed by bringing together the figures shown in the other budgets. 
The adequacy of the net profit figure is determined by relating it to 
dividend and other requirements, as previously explained. 

Estimated Balance Sheet— 

An estimated Balance Sheet is of much less importance than the 
Profit Statement, for the following reason: The relationship existing 
between the various classes of assets and liabilities will not vary 
materially provided— 

(a) That net profit is maintained. 
(b) That stock investment is steady. 
(c) That there are no capital movements (i.e., receipts or ex- 
penditure). 
Leaving out of consideration minor fluctuations in debtors, creditors 
and intangibles, a change in the balance sheet position must be caused 
by one of the above factors, all of which are controlled individually. 

Before leaving the subject of budgets, it should be mentioned that 
the co-operation of all sections of the business is essential. The first 
budget year is usually the most difficult, but thereafter the accumulation 
of data on past operations should greatly enhance the accuracy with 
which successive budgets are prepared. 


(ii) Monthly Board Reports. 

The use of the calendar month as an accounting period has long been 
accepted so far as ledger posting and customers’ statements are con- 
cerned, but it is only in recent times that this practice has been extended 
into the higher realms of accounting activity. 

The introduction of perpetual stock inventories has made possible 
the preparation of monthly trading accounts, whilst the great improve- 
ment in costing records has enabled detailed manufacturing statements 
to be prepared each month for consideration at meetings of directors. 
By reducing administration and distribution expenses to a monthly basis, 
a monthly profit figure can thus be determined. 

Following is a set of statements suggested as suitable for presentation 
at board meetings. 

Profit and Loss— 
Operating profit or loss, available profit and amount required 
for dividend. 
Working Capital— 
Current Assets and Liabilities, with percentages. 
Liquid Assets— 
Summary of Cash Receipts and Payments, together with Bank 
Balances. Particulars of overdue customers’ accounts. 
Production— 
Details of manufacturing operations, showing comparison between 
actual and budget costs. 
Sales— 
Quantities and values compared by months and years. 
Administration Expenses— 
Fixed and variable overhead factors reduced to a monthly basis 
and compared with figures for past periods. 
Capital Expenditure— 
Estimates of projected jobs and particulars of work-in-progress. 

To enable the directors to obtain a bird’s-eye view of the company’s 
position as revealed by the statements submitted to them, an explanatory 
report by the accountant should be attached. In this report he will point 
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out the salient features which call for consideration, thereby saving much 


valuable time at the meeting. 


(b) Advice on Policies and Systems as a By-product of Auditing. 

Above all things an audit should not be a mechanical performance of 
prescribed duties. Every effort made to avoid such a pitfall is valuable 
for two reasons: 

(i) Errors of principle are more likely to be discovered. 

(ii) The auditor will make observations which can be of material 
benefit to the management. 

The first point revolves around the legal responsibility of auditors, 
which is beyond the scope of the subject under discussion. As regards 
the second, however, it has now assumed an important place in the work 
of an auditor, who should accordingly give it serious consideration. 

By reason of the diversified nature of the businesses familiar to a 
public accountant, he is in a position to observe the degrees of success 
with which different policies and systems have met. For this reason he 
is able to draw upon his experience in tendering advice to clients. 

More specifically, this advice may cover the following matters: 

(i) Opinion as to desirability of obtaining funds by issue of 
ordinary or preference shares, or alternatively by debentures 
or bank overdraft. This question calls for the exercise of judg- 
ment, and all prevailing economic conditions should be taken 
into account. 

(ii) Distribution of increased or accumulated profits amongst 
interested parties, namely— 

Shareholders, by further dividend or bonus shares. 
Customers, by reduction of selling prices. 
Reserves, to consolidate company’s financial position. 
(iii) Methods of advertising, selling and distributing company’s 
products. 
(iv) Accounting problem 
Classification of accounts. 
Phases of internal check. 
Decentralised cost control with centralised financial control. 
Choice and operation of office machines and appliances. 


(c) Income Tax Work and Allied Subjects. 

The incidence of taxation will not be lightened with the cessation of 
hostilities. The colossal defence spending at the present time is the 
surest indication that generations to come will be burdened with the 
financial obligations which the present conflict has imposed. 

Thus the importance of taxation will not be diminished, and in the 
interests of the Revenue and of private enterprise it is essential that the 
various returns be accurately compiled. This duty customarily devolves 
upon either commercial or public accountants, according to circumstances. 

The most important section of the whole field of taxation is of course 
the tax upon incomes, levied by the Commonwealth and all States. In 
addition, however, there are other classes of taxation with which an 
accountant must make himself familiar. These comprise: 


Federal— State— 
Sales Tax. Land Tax. 
Land Tax. Probate and Succession Duties 
Payroll Tax. Local Government— 
Customs Duty and Primage. General rates 
Excise Duty. Water and sanitary rates 


Estate Duty. (Country Shires). 
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When planning an accounting system, it is of paramount importance 
to bear in mind the information which must be made available for the 
returns required under the Acts imposing the above taxes. This applies 
particularly to income tax, details of most types of overhead expenses 
being required by the Department. The collation of this data should be 
provided for in the general scheme and thereby avoid hasty searchings 
at the end of each financial year. 


(d) The Accountant as Office Manager. 


In some cases the commercial accountant also acts in the capacity of 
office manager. This is perhaps not one of the functions of accountancy 
as such, but it is thought that some mention would not be out of place. 

When acting in the combined office, the accountant will be responsible 
for the welfare of the staff under his control. He should keep a Staff 
Register giving the history of each member during his period of employ- 
ment, so that all relevant facts will be available as the occasions may 
arise when they are needed. 

By taking a sincere personal interest in each member of the staff, the 
office manager will do much to foster the spirit of co-operation so vitally 
essential to success. 


(2) External. 

(a) Expert Parliamentary Committees. 

The Statute law governing the commercial world of to-day is a 
voluminous array of technicalities. And it will be so to-morrow. 

In the process of codifying the Common law and amending and con- 
solidating the Statute law, expert advice and assistance must be obtained. 


The committee set up by the Victorian Government when the Companies 
Bill was under consideration a few years ago is an example of the 
services which accounting bodies can render to the State generally and 
to commerce in particular. 

The wide knowledge and practical experience of accountants and 
auditors is an essential complement to the knowledge of legal and 
Parliamentary procedure which the draughtsmen must bring to bear 
in their work. 


(b) Finance Committees. 

Because of his experience in business organisation and control, the 
accountant is particularly suited to tackling the problems of the larger 
world beyond the confines of a single enterprise. 

By the time the post-war period is reached, financial instability may 
well be widespread, and it will be the bankers and economists, assisted 
by the accountants, whose task it will be to aor to a properly balanced 
state the aggregations of capital and labour which the war has dis- 
organised. At the present juncture we cannot say in precise terms what 
will have to be done, but at least it is certain that the establishment of 
social security will inevitably require financial changes to bring it about. 


Conclusion 

In brief recapitulation the function of accountancy may be said to be 
just this—the guiding of those men of foresight and courage who have 
set up in this country a strong-post of industry of which its people may 
be justly proud. 
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